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I  INTRODUCTION 


This  report  is  the  final  Arizona  Health  Care  Cost  Containment  System 
(AHCCCS)  Evaluation  Report.    It  is  an  evaluation  of  the  AHCCCS  program 
from  its  beginning  in  October  1982  through  calendar  year  1987.    AHCCCS  is 
Arizona's  alternative  to  traditional  Medicaid  coverage  for  acute  medical 
care.    The  state  receives  federal  funding  as  a  Medicaid  program  with 
waivers  to  permit  its  demonstration  aspects.    Below  we  begin  with  a  short 
description  of  our  overall  AHCCCS  evaluation  and  of  the  AHCCCS  program. 
Following  that  we  present  trends  in  the  numbers  of  those  eligible  for 
AHCCCS  and  enrolled  in  AHCCCS  plans,  and  describe  participating  AHCCCS 
plans  and  the  financing  of  the  AHCCCS  program.    In  Chapter  II  we  summarize 
the  implementation  and  operation  findings.    Chapter  III  summarizes  the 
outcome  findings.    Finally,  we  conclude  with  a  discussion  of  overall 
findings  and  policy  implications. 

The  AHCCCS  Evaluation 

The  evaluation  of  the  AHCCCS  project  began  in  July  of  1983.    It  was 
conducted  by  SRI  International  under  contract  to  the  Health  Care  Financing 
Administration  (HCFA) .    The  evaluation  team  also  includes  Actuarial 
Research  Corporation,  Lovelace  Medical  Foundation,  and  Research  Triangle 
Institute.    The  evaluation  included  two  main  kinds  of  analyses:  an 
analysis  of  program  implementation  and  operation  and  an  analysis  of 
program  outcomes. 

The  implementation  and  operation  analyses  initially  focused  on  six 
innovative  cost  containment  features  and  seven  operational  functions  of 
the  AHCCCS  program.    The  six  innovations  are:    primary  care  gatekeepers; 
mandatory  nominal  copayments;  restrictions  on  freedom  of  choice;  statewide 
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competitive  bidding;  prepaid  capitated  financing;  and  capitated  payment  to 
the  state  from  HCFA.    The  seven  operational  issues  are:    administration  of 
the  program;  eligibility  determination,  marketing,  and  enrollment;  claims 
and  encounter  data  processing;  selection  bias;  imDac+  nn  l^na-term  care; 
relationship  to  the  private  sector;  and  overall  effects  on  the  health 
delivery  system. 

Four  implementation  and  operation  reports  were  prepared.  Although 
these  issues  were  covered  in  one  or  more  of  these  implementation  and 
operation  reports,  not  all  the  issues  were  studied  in  detail  over  the 
entire  course  of  the  evaluation.    Different  implementation  and  operation 
issues  were  given  emphasis  in  each  of  the  four  implementation  and 
operation  reports.    For  example,  for  the  first  two  reports,  sections 
dealing  with  the  plans  and  their  structures  and  organization  were 
prepared.    In  the  later  two  reports,  emphasis  was  placed  on  overall  AHCCCS 
program  management  issues.    Chapter  II  of  this  report  highlights  the 
overall  implementation  and  operation  findings. 

The  outcome  analyses  focused  on  four  issues:    program  cost, 
utilization  of  services,  quality  of  care  provided,  and  access  and 
satisfaction  of  AHCCCS  beneficiaries.    Separate  reports  were  issued  on 
each  of  these  topics.    Three  reports  were  prepared  on  the  overall  cost  of 
the  AHCCCS  program,  as  compared  with  a  traditional  Medicaid  program,  for 
its  first  5  years  of  operation.    A  utilization  analysis  was  performed  on 
Year  4  and  Year  5  program  encounter  data.    Data  before  Year  4  were  found 
to  be  insufficient  to  conduct  an  analysis.    The  quality  of  care  analysis, 
based  on  a  review  of  medical  records,  was  conducted  in  the  summer  of 
1988.    A  household  survey  of  beneficiaries  in  Arizona  and  a  matched  sample 
in  New  Mexico  was  conducted  in  the  summer  of  1985  on  program  access  to 
care  and  satisfaction  with  care  received.    The  results  of  these  outcome 
analyses  are  summarized  in  Chapter  III. 

Appendix  A  lists  all  the  detailed  reports  prepared  as  part  of  this 
project.    More  detailed  discussion  of  the  issues  presented  in  this  final 
report  can  be  found  in  these  reports. 
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The  AHCCCS  Program 


AHCCCS,  the  Arizona  Health  Care  Cost  Containment  System,  is  an 
innovative  system  for  providing  acute  medical  care  services  to  the 
indigent  population  in  Arizona,  the  only  state  without  a  traditional 
Medicaid  program.    Arizona  receives  federal  funding  for  AHCCCS  as  a  HCFA 
demonstration  project. 

AHCCCS  differs  substantially  from  other  states'  indigent  health  care 
programs.    It  contracts  with  plans  to  provide  medical  care  services 
through  a  competitive  bidding  process;  these  plans  are  reimbursed  under  a 
prepaid  capitated  system.    The  state  is  reimbursed  for  federally  eligible 
enrollees  on  a  prepaid  capitation  basis  by  the  federal  government.  Under 
the  program,  beneficiaries  select  or  are  assigned  to  a  primary  care 
"gatekeeper"  who  manages  their  care,  and  beneficiaries  are  required  to  pay 
small  copayments  for  some  of  the  services  they  receive.    The  original 
state  legislation  required  that  most  of  the  program's  administrative 
functions  be  contracted  to  a  private  administrator.    The  state  has  now 
taken  over  this  function.    In  addition,  the  original  state  legislation 
called  for  the  program  to  include  private,  state,  and  county  employees  in 
addition  to  the  indigent.    These  groups  have  not  been  included.  However, 
under  a  grant  from  the  Robert  Wood  Johnson  Foundation,  AHCCCS  developed  a 
program  for  the  working  uninsured,  which  began  operation  in  1987.  The 
counties  determine  eligibility  for  medically  indigent  and  medically  needy 
beneficiaries  and  provide  those  services  not  covered  under  AHCCCS, 
including  long-term  care. 

Eligibility  for  AHCCCS  includes  Aid  to  Families  with  Dependent 
Children  (AFDC)  recipients,  Supplemental  Security  Income  (SSI)  recipients, 
the  medically  indigent  (MI )  and  medically  needy  (MN),  the  State  Children's 
Program  and  Sixth  Omnibus  Budget  Reconciliation  Act  (SOBRA)  eligibles. 

Benefits  covered  by  AHCCCS  as  of  December  1987  include  most 
acute-care  services:    hospital,  physician,  laboratory,  radiology,  medical 
supplies,  medical  equipment  and  prosthetic  devices,  pharmacy,  emergency 
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services,  emergency  dental  care,  and  Early  and  Periodic  Screening, 
Diagnosis,  and  Treatment  (EPSDT)  services.    Skilled  nursing  facility  and 
home  health  services  are  not  included  in  the  AHCCCS  program's  benefits. 
AHCCCS  does  cover  acute  medical  care  services  rendered  to  AHCCCS-el igible 
residents  of  long-term  care  facilities.    Family  planning  and  nurse  midwife 
services,  when  approved  by  the  primary  care  physician,  are  offered  at  the 
option  of  the  health  plan  but  are  not  covered  services.    Mental  health 
services  are  limited  to  72  hours  per  acute  episode  and  12  hospital  days 
per  contract  year  for  each  eligible  person  or  member.    Prior  authorization 
is  required  for  acute  mental  health  services  that  extend  beyond  24  hours 
of  hospitalization.    Provisions  covering  medically  necessary 
transportation  and  some  dental  care  have  been  offered  by  AHCCCS  plans  from 
the  beginning  of  the  second  year.    Dental  care  coverage  includes  emergency 
care  and  tooth  extractions  for  adults  and  EPSDT  services  for  children. 
Dentures  can  also  be  covered  if  they  are  medically  necessary  and 
authorized  by  the  primary  care  physician  and  the  AHCCCS  director. 

Before  AHCCCS,  the  counties  provided  medical  care  to  Arizona's 
indigent  population.    Eligibility  criteria  and  services  covered  differed 
from  county  to  county.    Legislation  to  participate  in  the  federal  Medicaid 
program  was  passed  by  the  legislature  in  1974,  and  a  state  plan  was 
approved  by  HCFA  in  1977.    However,  a  key  provision  allowing  the  Director 
of  the  Department  of  Health  Services  to  assess  counties  for  a  local  share 
of  Medicaid  funds  was  challenged  in  court  in  the  case  of  Cochise  County  v. 
Dandov  and  declared  unconstitutional.    In  1980,  when  Arizona  passed  a 
constitutional  amendment  limiting  local  property  taxes,  county  revenue  was 
no  longer  adequate  to  cover  the  rising  cost  of  indigent  health  care. 
However,  many  Arizona  legislators  were  skeptical  about  participating  in 
the  federal  Medicaid  program  because  they  anticipated  high  program  costs. 
In  1981,  negotiations  between  HCFA  and  Arizona  legislators  concluded  with 
an  agreement  to  establish  AHCCCS  as  a  3-year  demonstration  project, 
beginning  in  October  1982.    The  demonstration  project  was  subsequently 
extended  for  another  4  years.    The  project  was  funded  with  Title  XIX  funds 
under  Section  1115  waivers  from  HCFA  to  allow  the  demonstration  aspects  of 


4 


the  project.     In  November  1988.  AHCCCS  received  1115  authority  through 
September  30.  1993. 

The  major  waivers  of  the  provision  of  the  Social  Security  Act  and  its 
implementing  regulations  were  to  enable  the  state  to  exclude  skilled 
nursing  facility  (SNF)  services,  home  health  care,  family  planning 
services,  and  nurse  midwife  services;  to  impose  cost  sharing  on  mandatory 
services;  to  exempt  well-child  care  and  services  from  copayments,  which 
apply  to  physician  services  for  other  recipients;  to  limit  the  scope  of 
inpatient  and  outpatient  mental  health  services  to  acute  conditions;  to 
restrict  freedom  of  choice  of  providers;  to  obtain  maximum  flexibility  in 
arranging  reimbursement  agreements  with  health  care  providers;  and  to 
allow  for  the  counties  to  pay  for  part  of  the  state's  share  of  expenses. 
The  waiver  letter  also  provided  for  the  payment  of  expenditures  not 
otherwise  covered  to  allow  for  flexibility  in  who  was  being  contracted 
with  and  the  amount  paid  for  services.    These  included  permitting  AHCCCS 
to  contract  with  non-federal ly  qualified  HMOs  and  permitting  payments 
under  the  program  to  exceed  inpatient  hospital  customary  charges.  In 
addition,  provision  was  made  for  payment  for  expenditures  during  the 
entire  6-month  guaranteed  eligibility  period,  even  if  the  beneficiary 
ceased  to  be  eligible  during  that  period.    This  last  waiver  is  of 
substantial  importance  to  a  capitation  program,  which  requires  as  much 
enrollment  stability  as  possible  if  it  is  to  provide  capitated  care  for 
the  enrolled  population. 

The  AHCCCS  program  is  funded  jointly  by  the  federal  government,  the 
state  of  Arizona,  and  Arizona's  counties.    The  federal  government  pays  a 
capitation  payment  for  federally  eligible  enrollees  (AFDC  and  SSI 
beneficiaries);  the  counties  provide  a  percentage  of  their  pre-AHCCCS 
indigent-care  budgets;  and  the  state  makes  up  the  difference.  From 
October  1982  through  June  1987,  the  federal  government  financed 
approximately  30%,  the  counties  24%,  and  the  state  46%  of  total  program 
revenues.    Total  AHCCCS  program  expenditures  were  $1.5  billion  through 
June  1988.    Expenditures  for  state  fiscal  year  1987-88  (July  1987-June 
1988)  were  S370  million. 
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AHCCCS  includes  six  innovative  cost  containment  features: 

■  Primary  care  gatekeepers 

■  Nominal  copayments 

■  Restrictions  on  freedom  of  choice 

■  Competitive  bidding 

■  Prepaid  capitated  financing 

■  Capitated  payment  from  HCFA. 

The  purpose  of  these  features  is  to  encourage  cost  competition  among 
prepaid  plans  and  discourage  overutil ization  of  health  care.  Together 
with  the  initial  use  of  the  private-sector  administrator,  they  represent 
the  basic  demonstration  elements  that  were  being  tested  by  AHCCCS.  Each 
element  is  described  below. 

Primary  Care  Gatekeepers--Each  enrollee  in  AHCCCS  is  under  the 
supervision  of  a  primary  care  physician  who  manages  his  or  her  health 
care.    All  care  must  be  approved  by  the  primary  care  physician.    A  primary 
care  physician  may  be  a  family  or  general  practitioner,  pediatrician, 
general  internist,  or  obstetrician/gynecologist. 

Nominal  Copayments--Cooavments  are  required  from  all  AHCCCS  members 
when  they  receive  services,  although  services  cannot  be  denied  if  a  member 
cannot  pay  the  copayment.    The  intent  of  imposing  nominal  copayments  is  to 
deter  inappropriate  service  utilization.    Copayments  in  effect  as  of 
December  31,  1987,  were  as  follows: 

■  Doctor's  office  visits  $1.00  per  visit 

■  Doctor's  home  visits  $1.00  per  visit 

■  Diagnostic  and  rehabilitative 

radiology  and  lab  services  $1.00  per  procedure 
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■  Elective  nonemergency  surgery  S5.00  per  procedure 

■  Nonemergency  use  of  emergency  room  S5.00  per  visit 

Restrictions  on  Freedom  of  Choice--FrppHnm  0f  choice  is  restricted  to 
the  health  plans  serving  the  area  where  the  member  resides  and  to  the 
providers  participating  in  the  plan  in  which  the  enrollee  becomes  a  member 
by  choice  or  by  assignment.    Medicaid  legislation  specifies  that 
beneficiaries  be  allowed  the  freedom  to  choose  providers.1    For  a 
prepaid  capitated  program  like  AHCCCS  to  function  effectively,  however, 
members  need  to  be  linked  to  a  selected  or  assigned  plan  for  a  definite 
period  of  time.    Thus,  AHCCCS  received  a  waiver  from  traditional  Medicaid 
requirements  to  allow  a  limitation  of  freedom  of  choice  by  restricting 
members  to  the  use  of  providers  who  are  within  the  selected  or  assigned 
prepaid  plan. 

Statewide  Competitive  BiddinQ--0ua1ifipH  plans  are  invited  to  bid  to 
provide  care  to  AHCCCS  members  in  each  county.    According  to  the  initial 
legislation,  plans  could  bid  to  offer  the  full  range  of  AHCCCS  services, 
or  any  allowable  grouping  of  services,  in  one  or  more  counties.    Now  only 
full -service  bidders  are  permitted.    Bidders  are  required  to  describe  how 
the  benefits  are  to  be  provided,  the  cost  of  providing  those  benefits,  and 
the  case  mix  and  utilization  assumptions  underlying  proposed  rates.  This 
statewide  competitive  bidding  process  for  selecting  providers  is  one  of 
the  most  innovative  features  of  AHCCCS.    No  other  state  has  attempted 
competitive  bidding  statewide. 

Prepaid  Capitated  Finanrinn--AHrrrs  plans  offer  all  necessary 
services  to  plan  members  for  a  predetermined  price  for  a  specific  period 
of  time.    Prepaid  health  plans  charge  a  fixed  fee  per  individual  enrolled 
(a  capitation  rate  according  to  eligibility  group)  and  assume 
responsibility  for  providing  the  full  array  of  covered  services.  Those 
AHCCCS  eligibles  not  enrolled  in  a  prepaid  health  plan  receive  care  on  a 
capped  fee-for-service  basis.    Hospitals  are  paid  adjusted  billed  charges 
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for  inpatient  services,  and  AHCCCS  has  established  a  schedule  of  fees  for 
covered  services  by  fee-for-service  physicians. 

Capitation  Payments  to  the  State  by  the  Federal  Government  —  The  state 
of  Arizona  is  reimbursed  for  federal  eligibles  on  a  capitated  basis  by  the 
federal  government  and  is  at  financial  risk  for  containing  health  costs. 
The  amount  paid  to  the  state  is  based  on  the  estimated  number  of  enrollees 
in  each  federal  eligibility  category  times  the  capitation  rate  for  that 
eligibility  category.    Capitation  rates  were  established  by  estimating  the 
cost  by  category  of  eligibility  for  services  under  conventional 
fee-for-service  arrangements.    Initially,  the  amount  reimbursed  was  then 
determined  by  multiplying  the  federal  matching  percentage  for  the  state  of 
Arizona  by  95%  of  the  estimated  cost,  by  category  of  eligibility  for 
traditional  Medicaid  services.    For  federal  fiscal  year  (FFY)  19S3,  HCFA 
paid  59.87%  (federal  matching  percentage  in  FFY  1983)  of  95%  of  the  amount 
estimated  as  the  cost  under  a  traditional  Medicaid  program  for  each  AFDC 
and  SSI  beneficiary.    Thus,  the  federal  government  in  the  first  year 
reimbursed  Arizona  approximately  57%  of  the  estimated  cost  of  Medicaid 
services  for  AFDC  and  SSI  beneficiaries.    Capitation  rates  received  by 
AHCCCS  were  not  increased  in  Year  2  and  Year  3,  although  the  federal 
matching  percentage  increased  in  Year  2  to  61.02%  and  remained  at  that 
rate  in  Year  3.    In  Year  4  the  capitation  rates  were  raised  for  each 
category  of  eligibility  to  the  lower  of  95%  of  the  estimate  of  the  cost  of 
a  traditional  Medicaid  program  or  the  Year  3  rate  plus  inflation.  The 
matching  percentage  in  Year  4  was  62.28%.    There  was  no  increase  in 
capitation  rates  or  federal  matching  percentage  in  Year  5.    The  Year  6 
capitation  rate  was  adjusted  using  the  same  methodology  as  that  employed 
for  Year  4. 


Eligibility  and  Enrollment  Trends 

AHCCCS  eligibles  are  persons  who  have  met  the  AHCCCS  program 
eligibility  standards  and  are  eligible  to  receive  AHCCCS  benefits.  AHCCCS 
enrollees  are  those  persons  who  are  eligible  to  receive  AHCCCS  benefits 
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and  have  been  enrolled  in  an  AHCCCS  plan  or  are  otherwise  served  through 
-HCCCS.    This  section  briefly  reviews  trends  in  AHCCCS  eligibility  and 
enrollment  during  program  years  for  which  data  are  available. 

Table  1-1  shows  eligibility  figures  at  the  beginning  of  program 
rears  2  through  6.    These  figures  include  plan  enrollees,  those  receiving 
services  through  the  Indian  Health  Service,  and  fee-for-service  long  term 
care  recipients.    At  the  beginning  of  Year  2,  there  were  178,430  AHCCCS 
eligibles.    Eligibles  increased  9%  to  193,655  at  the  beginning  of  Year  3. 
However,  eligibility  declined  167.  to  163,049  eligibles  at  the  beginning  of 
Year  4.    This  decrease  was  due  to  economic  factors  and  eligibility  changes 
by  the  state,  which  are  described  in  more  detail  below.  Eligibility 
increased  8%  by  the  beginning  of  Year  5,  and  jumped  21%  by  the  beginning 
of  Year  6.    This  increase  was  due  largely  to  the  creation  of  the  new  State 
Children's  Program. 

After  increasing  slightly  in  Year  2,  the  number  of  AFDC  eligibles 
decreased  6%  during  Year  3.    However,  AFDC  eligibles  rose  12%  in  Year  4 
and  13%  in  Year  5.    SSI  eligibles  increased  at  a  modest  but  steady  rate  of 
3%  to  7%  per  year.    MI/MN  eligibles  increased  18%  during  Year  2,  but 
decreased  40%  during  Year  3.  In  Year  4  and  Year  5,  they  increased  at  6% 
and  8%  respectively  (Table  1-1). 

Table  1-2  presents  AHCCCS  enrollment  figures  by  eligibility 
category.    These  numbers  include  persons  served  through  the  Indian  Health 
Service  and  fee-for-service  long  term  care  recipients,  as  well  as  persons 
enrolled  in  plans.    With  the  exception  of  Year  3,  enrollment  in  AHCCCS  has 
increased  steadily  since  the  beginning  of  the  program,  with  particularly 
rapid  growth  in  the  last  2  program  years.    SSI  and  MI/MN  enrollments  have 
grown  comparatively  slowly,  while  growth  among  AFDC  and  state  program 
enrollments  (other  than  MI/MN)  has  been  rapid. 

On  July  1,  1983,  during  the  first  program  year,  there  were  a  total  of 
160,327  AHCCCS  enrollees  (Table  1-2).    On  October  1,  1984,  the  beginning 
of  Year  3,  total  enrollment  had  increased  8%  to  172,871.    During  Year  3, 
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Table  1-1 


AHCCCS  ELIGIBILITY* 


Beginning 
of  Program 
Year 


Date 


AFDC 


SSI 


MI/MN 


Other** 


Total 


2 
3 
4 
5 
6 


10/1/83 
10/1/84 
10/1/85 
10/1/86 
10/1/87 


87,644 
90,237 
84,525 
94,271 
106,477 


33,780 
36,096 
38,016 
39,238 
40,302 


57,006 
67,322 
40,508 
42,759 
46,335 


20,708 


0 
0 
0 
0 


178,430 
193,655 
163,049 
176,286 
213,822 


*  Eligibility  figures  were  generated  from  the  member  history  file. 
Numbers  include  persons  served  through  the  Indian  Health  Service  and 
fee-for-service  recipients,  as  well  as  persons  enrolled  in  plans. 

**  State  Children's  Program.    SOBRA  eligibles  were  not  included  in  AHCCCS 
until  January  1,  1988. 


10 


Table  1-2 


AHCCCS  ENROLLMENT* 


Program 
Year 


Date 


AFDC 


SSI 


Other* 


MI/HN 


Total 


3 
4 
5 
6 
7 


7/1/83 
10/1/84 
10/1/85 
10/1/86 
10/1/87 
10/1/88 


74,140 
69,116 
78,781 
88,120 
106,800 


98,897** 


31,631 
32,859 
35,318 
37,225 
39,248 


61,430 
67,100 
40,655 
43,834 
46,667 
47,786 


20,492 
32,378 


0 
0 
0 
0 


160,327 
172,871 
142,630 
157,933 
192,504 
226,212 


*  Enrollment  figures  are  generated  by  AHCCCS  from  the  member  history  files. 
Numbers  include  persons  served  through  the  Indian  Health  Service  and  fee- 
for-service  long-term  care  recipients,  as  well  as  persons  enrolled  in 
plans. 

*  Only  a  combined  total  for  AFDC  and  SSI  enrollment  was  available 
for  1983. 

+  State  Children's  Program  and  S0BRA  eligibles. 
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several  changes  were  made  in  AHCCCS  eligibility  requirements.  New 
procedures  in  December  1984  tightened  MI/MN  county  eligibility 
determinations,  making  fewer  people  eligible  as  MI/MNs.    In  January  1985, 
the  SSI  allowable  income  standards  were  raised,  which  allowed  more  people 
to  qualify.    Improvements  in  the  economy  may  also  ..^ve  had  an  effect  on 
enrollment  during  Year  3.    By  the  beginning  of  Year  4,  total  AHCCCS 
enrollment  had  decreased  17%  to  142,630.    The  sharpest  drop  was  in  MI/MN 
enrollment,  which  decreased  by  39%.    AFDC  enrollment  decreased  by  7%.  SSI 
enrollment  showed  a  small  increase  of  4%  (Table  1-2). 

More  eligibility  changes  took  place  during  Year  4.    In  May  1986, 
AHCCCS  expanded  MI/MN  coverage  for  pregnant  women  and  their  infants.  By 
the  beginning  of  Year  5,  enrollment  in  all  eligibility  groups  had  risen  by 
11%  to  157,933.    AFDC  enrollment  showed  the  largest  increase  (14%), 
followed  by  MI/MN  (8%)  and  SSI  (7%)  (Table  1-2). 

An  even  larger  jump  in  enrollment  occurred  during  Year  5.    In  October 
1986,  AFDC  coverage  was  extended  to  all  "Ribicoff  children"  living  in 
households  that  met  AFDC  income  and  resource  requirements  but  not 
deprivation  requirements.    In  January  1987,  a  new  State  Children's  Program 
covering  children  ages  0  to  5  was  created.    Overall,  by  the  beginning  of 
Year  6,  AHCCCS  enrollment  had  increased  22%  to  192,504.    AFDC  enrollment 
increased  12%,  SSI  5%,  MI/MN  6%,  and  the  new  State  Children's  Program 
added  approximately  20,500  enrollees  in  a  new  eligibility  category 
(Table  1-2). 

Enrollment  continued  to  increase  during  Year  6.    In  January  1988, 
pregnant  women  and  children  under  2  in  households  below  the  federal 
poverty  line  were  added  as  a  new  program  (S0BRA).    By  the  beginning  of 
Year  7,  enrollment  had  increased  18%  to  226,212.    AFDC  enrollment 
increased  21%,  SSI  5%,  MI/MN  2%,  and  other  groups  (the  Children's  Program 
and  S0BRA  enrollees)  by  58%  (Table  1-2). 

Enrollment  distribution  by  eligibility  group  has  remained  relatively 
stable  over  time,  excluding  SOBRA  and  the  new  State  Children's  Program. 
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About  half  of  all  enrollment  in  AHCCCS  is  AFDC,  one-fifth  is  SSI ,  and 
one-fourth  is  MI/MN  (Table  1-2). 


Description  of  the  Participating  Plans 

Table  1-3  presents  basic  plan  operation  and  enrollment  information, 
and  Table  1-4  shows  12  selected  characteristics  of  the  22  plans  that  have 
participated  in  AHCCCS  over  the  6-year  life  of  the  program.    Overall,  plan 
enrollment  ranged  from  a  high  of  53,610  enrollees  (the  current  AP/IPA 
enrollment)  to  only  540  (the  current  SHS/MCS  enrollment).    Most  plans,  15 
out  of  22,  only  served  one  county.    Mercy  Care  Plan  served  8  counties, 
APCI  9  counties,  and  AP/IPA  12  counties.    Not  surprisingly,  plans  with  the 
largest  enrollments  served  mostly  urban  areas,  while  smaller  plans  tended 
to  serve  rural  areas. 

In  the  first  year  of  AHCCCS,  16  plans  participated.    These  were 
AP/IPA,  CAP,  Coconino  Health  Care,  Dynamic  Health  Services,  El  Rio  Santa 
Cruz,  Gila,  Health  Care  Providers,  Maricopa,  Mount  Graham,  NAFHP,  Pima 
Care,  Pima  Health  Plan,  Pinal  General,  SHS/MCS,  Western  Sun,  and  CIGNA 
(CIGNA  was  originally  two  plans,  Arizona  Health  Plan  and  INA  Healthplan, 
which  merged  in  Year  2).    Of  the  16  original  plans,  only  half  (8  plans) 
were  still  participating  in  AHCCCS  during  Year  6. 

During  Year  6,  13  plans  participated  in  AHCCCS.    These  were  AP/IPA, 
CAP,  Doctor's  Health  Plan,  FHPNA,  Gila,  Maricopa,  NAFHP,  Mercy  Care  Plan, 
PHP,  Pima  Health  Plan,  Pinal  General,  SHS/MCS,  and  UFC.    Of  the  13  plans, 
8  had  participated  in  AHCCCS  since  the  beginning  of  the  program;  the 
remaining  5  plans  joined  in  Year  2.    It  is  interesting  to  note  that  no  new 
plans  have  entered  the  program  since  Year  2. 

Over  the  6  years  of  the  AHCCCS  program,  9  plans  participated  in  the 
program  and  subsequently  left.    These  plans  were  APCI,  Coconino  Health 
Care,  CIGNA,  Dynamic  Health  Services,  El  Rio  Santa  Cruz,  Health  Care 
Providers,  Mount  Graham,  Pima  Care,  and  Western  Sun.    With  the  exception 
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Table  1-3 


AIICCCS  PLANS 
OPERATION  AND  ENROLLMENT  SUMMARY 


plan  Name 


ACCESS  Patient's  Choice,  Inc. 

Arizona  Physicians  IPA,  Inc. 

Coconino  Health  Care 

Comprehensive  AIICCCS  Plan,  Inc. 

CIGNA  Healthplan  of  Arizona,  Inc.1" 

Doctor's  Health  Plan 

Dynamic  Health  Services,  Ltd. 

El  Rio  Santa  Cruz  Neighborhood  Health  Care  Plan 

Family  Health  Plan  of  Northeastern  Arizona,  Inc. 

Gila  Medical  Services 

Health  Care  Providers  of  Arizona,  Inc. 

Maricopa  County  Health  Plan 

Mercy  Care  Plan 

Mount  Graham  Community  Health  Plan 

Northern  Arizona  Family  Health  Plan,  Inc. 

Phoenix  Health  Plan 

Pima  Care 

Pima  Health  Plan 

Pinal  General  Hospital 

Samaritan  Health  Service/Medical  Care  Systems 
University  Famli-Care 
Western  Sun  Associates,  Inc. 


Abbreviation 


APCI 
AP/IPA 

Coconino  Health  Care 

CAP 

CIGNA 

Doctor's  Health  Plan 
Dynamic  Health  Services 
El  Rio  Santa  Cruz 
FHPNA 
Gila 

Health  Care  Providers 

Maricopa 

Mercy  Care  Plan 

Mount  Graham 

NAFHP 

PHP 

Pima  Care 

Pima  Health  Plan 

Pinal  General 

SHS/MCS 

UFC 

Western  Sun 


Dates  of 
Operation 


10/83 
10/82 
10/82 
10/82 
10/82 
10/83 
10/82 
10/82 
10/83 
10/82 
10/82 
10/82 
10/83 
10/82 
10/82 
10/83 
10/82 
10/82 
10/82 
10/82 
10/83 
10/82 


-9/87 

-Present 

-9/83 

-Present 

-9/84 

-Present 

-9/86 

-8/85 

-Present 

-Present 

-4/85 

-Present 

-Present 

-9/83 

-Present 

-Present 

-9/83 

-Present 

-Present 

-Present 

-Present 

-7/85 


Number  of 
Counties 
Served* 


Percent 

Enrol lment** 

Urban 

22,580 

Q  ft 

oU 

53,610 

bl 

3,000 

u 

1 ,930 

U 

i    t  c  n 

1 , 760 

1 UU 

i    c  An 

1 ,590 

n 
u 

i  inn 

1 , 700 

n 
u 

5,230 

1  UU 

Z  ,  oUO 

u 

b ,  bJU 

u 

1  0 ,  obl) 

JU 

26 , 9UU 

1  UU 

A 1  Ififl 
1 1  ,  jOU 

R9 

4,000 

0 

3,290 

0 

10,800 

100 

1,500 

100 

9,270 

100 

3,480 

0 

540 

0 

7,530 

100 

5,000 

0 

*  For  plans  presently  participating  in  AHCCCS,  the  number  of  counties  served  «frj  Year  6  winning  bids.    For  othe. 

plans,  it  is  from  the  numbed  of  winning  county  bids  in  the  most  recent  year  of  f""CS  par 1 1 ci pat i on . 
**  For  p  ans  presently  participating  in  AHCCCS,  enrollment  f  gures  are  taken  from  the  January  1,  "M,  enrollment  report 
For  plans  no  longer  participating  in  AHCCCS,  enrollment  figures  are  from  the  last  month  of  operation.    These  figures 
do  not  include  Indian  Health  Service  or  long-term  care  enrol  ees. 
Arizona  Health  Plan  &  INA  Healthplan  of  Arizona  were  merged  to  form  CIGNA  in  Year  L. 

Gila  had  some  enrollment  in  Maricopa  County  (an  urban  area)  late  in  Year  6  full-service 
Douglas  Clinic  is  not  included  in  this  table.    The  clinic  participated  in  Year  1  but  was  not  a  full  service 

provider. 


+ 
++ 

Note: 


Table  I- 


Private 

Type  of                   Profit/      Sector  Specialist 

Plan  Plan     Sponsorship  Nonprofit    Involved   pCP  Payment  Payment, 

FFS  FFS 

Capitation  FFS 

NA  NA 

Capitation  FFS;  risk 
pool 

Salary  Salary 


APCI 

1PA 

Other 

Profit 

Yes 

AP/IPA 

I  PA 

Hospital 

Profit 

No 

Coconino 

NA 

Health  Care 

NA 

NA 

NA 

CAP 

I  PA 

Physician/ 

Nonprofit 

No 

Hospital 

CIGNA 

Staff 

Other 

Nonprofit 

Yes 

Doctor 's 

FFS 

Health  Plan 

1PA 

Phys lc lan 

r  ro i  1 1 

D 1  inn  i nn 
r  1  dllll  I  lltj 

C  a  i  \  1 1  a  t  1  nn 

LiOLJ  1  lul  1  UI  1 

s  t  aye 

Dynamic  Health 

C  1 

bd  Idry 

FFS 

Services 

Group 

Physician 

rror 11 

HO 

£1  Rio 

Sd  Idry 

FFS  from 

Santa  Cru* 

btarr 

uiner 

Hnniirfif  i  t 

nunpi  ui  ii 

Yes 

risk  pool 

FHPNA 

I  PA 

Physician/ 

Nonprof  it 

Planning 

FFS  from 

FFS  from 

Hospital 

stage 

risk  pool 

risk  pool 

Gila 

Staff 

Physician 

Profit 

Planning 

Salary 

FFS 

stage 

Health  Care 

Cap i tat  ion 

Providers 

IPA 

Physician 

Profit 

Planning 

Capltat Ion 

stage 

Salary 

Maricopa 

Group 

County 

Nonprofit 

No 

Salary 

Mercy  Care  Plan 

IPA 

Other 

Nonprof It 

No 

Capitation 

FFS 

Mount  Graham 

NA 

NA 

NA 

NA 

NA 

NA 

NAFHP 

IPA 

Physician/ 

Nonprof it 

No 

FFS  from 

FFS  from 

Hospital 

risk  pool 

risk  pool 

PHP 

IPA 

Hospital 

Nonprof  it 

No 

FFS 

FFS 

Pima  Care 

NA 

NA 

NA 

NA 

NA 

NA 

Pima  Health  Plan 

Group 

County 

Nonprofit 

No 

Salary 

Salary 

Pinal  General 

Staff 

County 

Nonprofit 

No 

Sa lary 

Salary 

SHS/MCS 

IPA 

Physician 

Nonprofit 

No 

Capitation 

FFS 

UFC 

Group 

Other 

Nonprofit 

No 

Salary 

Salary 

Western  Sun 

IPA 

Other 

Profit 

Planning 

Salary /FFS 

Salary/FFS 

stage 

ABC  -  Adjusted  billed  charges 

IPA  -  Individual  Practice  Association 

FFS  -  Fee  for  service 

NA  -  Not  available 

PCP  -  Primary  care  physician 


PCP         Specialist  Hospital  ER 

Preauthor-     Preauthor-    Collect       Hospital     Preauthor-  Preauthor- 
Izat  ion         ization     Copayment     Payment        Ization  ization 


No 

PCP/Plan 

Yes 

State  ABC 

Yes 

No 

Yes 

PCP/Plan 

Yes 

State  ABC 

Yes 

NO 

NA 

NA 

NA 

NA 

HA 

MA 

No 

PCP/Plan 

Yes 

Capitat  ion 

Yes 

Yes 

No 

PCP/Plan 

Yes 

Discount 

Yes 

Yes 

from 

charges 

Yes 

Plan 

Yes 

Capitat  ion 

Yes 

Yes 

No 

Plan 

Yes 

Capitat  ion 

Yes 

Yes 

NO 

PPP /P  1  in 

r cr/ r  lan 

i  c  a 

Statp  ABC 

Yes 

Yes 

No 

Plan 

Yes 

State  ABC 

Yes 

Yes 

No 

Plan 

Yes 

Capitat  ion 

No 

Yes 

Yes 

PCP/Plan 

No 

Billed 

NA 

No 

charges 

No 

PCP 

No 

State  ABC 

Yes 

Yes 

No 

PCP/Plan 

Yes 

Capitat  ion 

Yes 

Yes 

NA 

NA 

NA 

NA 

NA 

NA 

Yes 

PCP/Plan 

Yes 

State  ABC 

Yes 

Yes 

No 

PCP/Plan 

Yes 

FFS  from 

No 

Yes 

risk  pool 

NA 

NA 

NA 

NA 

NA 

NA 

No 

PCP 

No 

State  ABC 

No 

No 

No 

PCP/Plan 

Yes 

State  ABC 

Yes 

Yes 

No 

PCP 

Yes 

State  ABC 

No 

Yes 

No 

PCP/Plan 

Yes 

State  ABC 

Yes 

Yes 

No 

Plan 

Yes 

Billed 

Oepends 

No 

charges 

on  site 

of  APCI,  each  of  these  plans  began  their  participation  in  the  first  year 
of  the  program. 

AHCCCS  Financing 

In  the  sections  that  follow  we  discuss  the  financing  of  the  entire 
AHCCCS  program,  including  all  AHCCCS  beneficiaries.    Thus,  the  revenues 
and  expenditures  reported  include  American  Indians;  crippled  children  and 
others  who  are  not  enrolled  in  prepaid  plans;  long-term  care  enroll ees; 
state-only  enrollees,  including  MI/MNs,  SOBRA,  and  the  new  Children's 
Program;  and  federal  categorical  beneficiaries  (AFDC  and  SSI). 

Revenues 

AHCCCS  is  funded  by  a  combination  of  county,  state,  and  federal 
funds.    As  noted  earlier,  Arizona  receives  prepaid  capitated  payments  from 
federal  Title  XIX  funds  for  the  categorically  eligible  AFDC  and  SSI 
population,  based  on  a  fixed  payment.    County  contributions  are  based  on  a 
base  amount,  which  was  the  lower  of  their  state  fiscal  year  (SFY)  1980-81 
indigent  health  care  budget  amounts  or  actual  SFY  1980-81  expenditures. 
The  county  contribution  was  set  at  40%  of  the  base  amount  for  SFY  1982-83 
and  50%  of  the  base  amount  for  succeeding  years.    Under  this  funding 
arrangement,  the  state  is  at  risk  for  the  cost  of  providing  services  and 
must  make  up  the  difference  between  federal  and  county  revenues  and 
program  expenditures. 

Table  1-5  compares  annual  AHCCCS  revenues  and  expenditures  since  the 
beginning  of  the  program.    Year  1  is  a  short  year  covering  only  9  months 
of  program  costs  and  therefore  is  not  included  in  the  discussions  below. 
Revenues  have  increased  each  year.    Between  the  second  and  third  years, 
revenues  increased  by  20%.    Between  the  third  and  fourth  years,  revenues 
increased  by  3%;  and  between  the  fourth  and  fifth  years,  revenues 
increased  by  9%.    Between  the  fifth  and  sixth  program  years,  revenues 
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Table  1-5 


AHCCCS  REVENUES  AND  EXPENDITURES  FOR  STATE  FISCAL  YEAR  (SFY)  1982-83, 
SFY  1983-84,  SFY  1984-85,  SFY  1985-86,  SFY  1986-87,  SFY  1987-88 

(Millions  of  Dollars) 


SFY  1982-83 

Revenues  and  Expenditures  7/82-6/83* 


Revenues: 

Federal  reimbursements  34.94 

County  contributions  50.50 

State  appropriations  22.14 

Miscellaneous**   J)5 

Subtotal  108.53 
Carryover  of  surplus 

(shortfall)*  0-OQ 

Total  108.53 

Expenditures: 

Capitation  payments  74.62 

Fee-for-service  8.38 

Reinsurance  0.00 

Medicare  premiums  2.37 

Crippled  children  0.81 

AHCCCS  administration  7.59 

Total  expenditures  93.77 

Surplus  (shortfall)  14.76 


SFY  1983-84    SFY  1984-85    SFY  1985-86 
7/83-6/84       7/84-6/85  7/85-6/86 


57.06 

66.77 

70 

.12 

63.07 

63.07 

61 

.84 

81.27 

124.62 

131 

.74 

.59 

2.22 

1 

.67 

202.00 

256.68 

0  C  E 

.31 

14.76 

2.55 

2 

.57 

216.76 

259.23 

267 

.94 

144.44 

163.04 

164, 

.74 

50.39 

62.71 

53. 

.95 

3.63 

10.48 

18. 

72 

2.70 

2.93 

3. 

59 

2.78 

2.49 

3, 

30 

10.27 

15.02 

18. 

36 

214.21 

256.66 

262, 

66 

2.55 

2.57 

5. 

28 

SFY  1986-87    SFY  1987-88  TOTAL 
7/86-6/87       7/87-6/88     SFY  1982-88 


87.15  139.51  455.55 

58.43  58.43  355.34 

138.25  187.19  685.21 

2.18  2.87   10.48 

286.01  388.00  1,506.59 

5.28  0.00  0.00 

291.29  388.00  1,506.59 


205.05  241.74  993.63 

44.34  72.62  292.39 

14.68  15.40  62.91 

3.80  4.98  20.37 

2.74  4.94  17.06 

20.68  30.02  101.94 

291.29  369.71  1,488.30 

0.00  18.29  18.29 


Note:    Revenues  and  expenditures  may  not  sum  to  totals  because  of  rounding. 
*    During  state  fiscal  year  1982-83,  the  AHCCCS  program  had  only  9  months  of  operation.    The  other  state  fiscal  years 

report  on  a  full  12  months  of  AHCCCS  operation. 
**    Includes  interest  income,  third-party  collections,  and  fiscal  sanctions. 

+   Cash  on  hand  carried  over  from  the  previous  state  fiscal  year,  excluding  reserves  for  reinsurance,  retroactive 
capitation  payments,  incurred  but  unreported  fee-for-service  claims,  and  other  year-end  liabilities. 

Source:    AHCCCS  Administration,  Division  of  Financial  Management 


increased  33%.    AHCCCS  program  revenue  totaled  SI. 50  billion  over  the 
period  SFY  1982-88. 

Many  factors  can  affect  the  level  of  AHCCCS  revenues.    However,  the 
most  important  are  changes  in  the  number  of  eligibles  and  changes  in  the 
federal  capitation  rate  for  categorical  eligibles.    Factors  affecting 
eligibility  and  enrollment  are  discussed  in  the  section  above.  The 
process  of  setting  the  federal  capitation  rate  is  discussed  in  more  detail 
in  Chapter  II. 

Over  the  course  of  the  program,  the  relative  contributions  from 
county,  state,  and  federal  governments  changed.    The  county  share  has 
decreased  steadily.    During  the  first  4  years  of  the  program,  an 
increasing  share  of  program  revenues  came  from  state  contributions. 
During  the  last  2  program  years,  however,  the  state  share  has  remained  the 
same  while  the  federal  share  has  increased.    Below  we  show  contributions 
to  program  revenues  (excluding  miscellaneous  revenues)  by  the  federal 
government,  the  counties  and  the  state  for  each  state  fiscal  year,  and  a 
total  for  the  first  6  state  fiscal  years. 

Contribution  to  Program  Revenues 
(Excluding  Miscellaneous  Revenues) 
Federal 


State  Fiscal  Year 

Government 

Counties 

State 

1982-83 

32% 

47% 

21% 

1983-84 

28 

31 

41 

1984-85 

26 

25 

49 

1985-86 

27 

23 

50 

1986-87 

31 

21 

49 

1987-88 

36 

15 

49 

Total,  1982-83 

through  1987-88 

30 

24 

46 

Several  factors  are  related  to  the  changes  in  the  relative  shares  of 
expenditures.    As  noted  above,  the  changing  number  of  program  eligibles 
over  time  and  changes  in  the  federal  capitation  rates  have  a  direct  impact 
on  the  relative  share  of  expenditures.    County  contributions,  which  are 
set  at  a  base  amount,  have  dropped  over  time.    Federal  contributions  have 
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fluctuated  with  changes  in  the  number  of  eligibles  and  changes  in  federal 
capitation  rates.    State  contributions  have  fluctuated  as  new  state-only 
eligibles  have  been  added  and  in  response  to  the  state's  role  in  taking 
the  overall  financial  risk  for  the  program. 


Expenditures 


AHCCCS  expenditures  have  increased  in  each  state  fiscal  year. 
Between  the  second  and  third  years,  expenditures  increased  by  20%.  There 
was  a  2%  expenditure  increase  between  the  third-  and  fourth  years,  an  11% 
increase  between  the  fourth  and  fifth  years,  and  a  27%  increase  between 
the  fifth  and  sixth  years.    Over  the  period  SFY  1982-88,  the  AHCCCS 
program  had  total  expenditures  of  $1.49  billion.    As  with  revenue,  the 
relative  shares  of  major  expenditure  categories  have  changed  over  time. 
The  most  dramatic  change  was  between  SFY  1983-84;  since  then  the  relative 
shares  of  major  expenditure  categories  appear  to  be  stabilizing.    Below  we 
show  the  percentage  of  program  expenditures  for  various  expenditure  items 
for  each  state  fiscal  year  and  a  total  for  the  first  6  fiscal  years. 


Distribution 

of  Proaram  Fxoendit.urps 

State 

CaDi  tati  on 

Fee  for 

Admin i - 

Rein- 

Medicare 

Crippl ed 

Fiscal  Year 

Service 

stration 

surance 

Premi  urn 

Children 

1982-83 

80% 

8% 

8% 

0% 

1% 

1% 

1983-84 

67 

24 

5 

2 

1 

1984-85 

64 

24 

6 

4 

1 

1985-86 

63 

21 

7 

7 

1 

1986-87 

70 

15 

7 

5 

1 

1987-88 

65 

20 

8 

4 

1 

Total,  1982- 

83 

through  1987 

-88  67 

20 

4 

7 

1 

1 

Changes  in  expenditures  and  changes  in  the  mix  of  expenditures  over 
time  are  most  directly  affected  by  changes  in  the  number  of  eligibles  and 
by  changes  in  plan  capitation  rates.    In  addition,  there  have  been 
numerous  programmatic  changes  that  have  affected  the  mix  of  expenditures 
between  capitation  payments,  fee-for-servi ce  claims,  reinsurance  claims, 
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deferred  liability,  etc.    Many  of  these  changes  are  discussed  in 
Chapter  II. 

Budgetary  Shortfalls 

In  the  second  state  fiscal  year  (July  1983  to  June  1984),  projected 
expenditures  exceeded  budget  revenues  by  $40  million.    This  was  due  to  the 
higher-than-expected  expenditures  for  fee-for-service  claims  and 
higher-than-budgeted  administrative  expenses.    Supplemental  appropriations 
were  provided  by  the  state  legislature  to  cover  the  shortfall. 

In  the  sixth  program  year  (July  1987  to  June  1988),  there  was  another 
significant  budgetary  shortfall.    AHCCCS  requested  and  received  an 
additional  appropriation  of  $46  million  from  the  state  legislature  to 
cover  unexpected  increases  in  eligibility  ($26  million),  increases  in 
deferred-liability  payments  ($9  million),  decreases  in  expected  revenues 
from  other  funding  sources  ($6  million),  and  increases  in  payments  for 
American  Indians  ($5  million). 
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Note  for  Chapter  I 

1.      However,  it  should  be  noted  that  this  freedom  to  choose  in  state 

Medicaid  programs  is  in  reality  restricted  to  choice  among  providers 
who  participate  in  the  Medicaid  program.  In  some  states  this  may  be 
a  low  percentage  of  potential  providers. 
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II    THE  IMPLEMENTATION  AND  OPERATION  ISSUES 


In  this  chapter  we  summarize  our  implementation  and  operation 
findings.    All  results  reported  in  this  chapter  are  discussed  in  detail  in 
the  four  previous  implementation  and  operation  reports.1    For  each  of 
the  following  sections,  we  describe  the  main  activities  of  the  first  5 
program  years  and  our  evaluation  of  the  activities.    Each  section 
concludes  with  a  discussion  of  the  lessons  learned  from  the  AHCCCS 
experience.    This  chapter  begins  with  a  discussion  of  the  overall 
administration  of  the  AHCCCS  program.    Following  that  we  discuss  the 
bidding  process.    The  eligibility,  enrollment,  and  marketing  processes  are 
then  discussed.    Next  we  describe  quality  assurance  and  member 
satisfaction  activities,  plan  financial  performance,  the  AHCCCS  management 
information  system,  and  gatekeeping  and  copayment.    This  chapter  concludes 
with  a  discussion  of  setting  Arizona's  capitation  rates. 

Overall  Administration  of  the  Program 

The  administration  of  AHCCCS  was  a  significant  problem  in  the  early 
days  of  the  program.    The  original  approach  was  to  contract  out  the  major 
administrative  functions  to  a  private  administrator.    This  approach  was 
generally  unsuccessful  and  led  to  the  takeover  of  the  administrative  tasks 
by  a  new  state  AHCCCS  Administration  in  March  1984.    The  takeover  was 
followed  by  considerable  rebuilding  of  the  administrative  function,  and 
finally  by  a  stabilization  of  the  administration. 

This  section  describes  the  history  of  the  administration  and 
discusses  the  key  problems  encountered  and  the  resolution  of  those 
problems.    It  begins  with  a  description  of  the  administrative  organization 
as  of  December  1987,  the  latest  period  covered  in  the  evaluation. 
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AHCCCS's  external  relationships  with  its  various  constituent  groups  are 
then  briefly  listed.    A  description  of  the  AHCCCS  implementation 
experience  concludes  the  section. 

Organization  of  the  Administration 

The  administration  of  a  prepaid  program  differs  significantly  from 
that  of  a  traditional  Medicaid  program.    The  various  functions  involved  in 
the  administration  of  the  AHCCCS  program  are  reflected  in  the  organization 
of  the  Administration.    Figure  I I - 1  shows  the  organization  in  place  as  of 
December  1987.    The  organization,  consisting  of  five  staff  offices  and 
three  divisions,  is  described  below.    Many  of  the  functions  described  are 
reflective  of  the  unique  aspects  of  a  prepaid  program. 

Office  of  the  Director 

The  Office  of  the  Director  is  responsible  for  overall  direction  of 
the  operation  and  administration  of  the  AHCCCS  program.  Specific 
functions  include  planning,  policymaking,  management,  organizational 
development,  legislative  liaison,  client  advocacy,  public  information 
services,  community  education  and  outreach,  and  development  of  PMMIS  (the 
new  Prepaid  Medical  Management  Information  System). 

Office  of  Planning.  Research,  and  Regulatory  Development 

This  office  is  responsible  for  strategic  planning;  research; 
development  of  rules,  regulations,  and  program  policies;  statistical 
analysis;  and  government  relations.    It  is  the  principal  liaison  with  the 
Health  Care  Financing  Administration  (HCFA)  and  the  HCFA-sponsored 
evaluation  of  AHCCCS. 
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Office  of  the  Director 


■  Mn\n.  Planning  &  Policy 

■  Org.  Development  &  Management 

■  Ombudsman 

■  Community  Education  &  Policy  Development 

■  New  MIS  Design  &  Development 

■  LTC  Development 


Office  of  Planning, 
Research,  &  Regulatory  Dev. 

■  Planning  &  Evaluation 

■  Rules  &  Regs  Development 

■  Gov't  Relations  &  Projects 

ro 


Office  of  the 
Medical  Director 

■  Medical  Pol  icy 

■  Prior  Authorization 

■  Utilization  Review 

■  Medical  Quality  Assurance 

■  EPSDT  Coordination  &  Monitoring 


Office  of 
Grievance  &  Appeals 

■  Informal  Cuiplaint  Resolution 

■  Formal  Grievance  Hearings 

■  Formal  Eligibility  Appeals 

■  Grievance  Data  Collection 


Office  of  Program 
Compliance  &  Review 

■  Prepaid  Health  Plan 
Financial  &  Program  Caipliance 

■  Fraud  &  Abuse  Investigation 

■  Eligibility  Quality  Control 

■  Internal  Audit 

■  Plan  Management 

■  Regional  Program  Managanent 
Offices 


Division  of  Member 
&  Provider  Services 

■  Meatier  Enrollment 

■  Member  Verification  & 
Auto  Assignment 

■  Claims/Encounter  Processing 

■  Member  Problem  Resolution 

■  Eligibility  Policy  & 
Training 


Division  of  Management 
Information  Systems 

■  Systems  Planning 

■  Systems  Enhancement 

■  Computer  Operations 

■  PC  Develojment 


Division  of  Financial  Management 
and  Business  Operations 

■  Contract  Administration 

■  Purchasing 

■  Personnel  AAninistration 

■  Support  Services 

■  Health  Care  Group 

■  Budget  Preparation 

■  Financial  Reporting 

■  Accounting/Payroll 

■  Third  Party  Recovery 


Figure  1 1 - 1  AHCCCS  ORGANIZATION,  DECEMBER  1987 


Office  of  the  Medical  Director 


The  Office  of  the  Medical  Director  is  responsible  for  medical  care 
services  delivered  under  the  AHCCCS  program.    Specific  -°soon^bil  ities 
include  medical  quality  assurance,  utilization  review,  prior  authorization 
of  certain  services,  and  developing  AHCCCS  medical  policy,  including 
certain  coverage  issues.    With  respect  to  quality  assurance  and 
utilization  review,  the  Office  of  the  Medical  Director  both  conducts  its 
own  activities  and  monitors  those  of  the  plans.    The  annual  medical  audit 
is  handled  by  this  office,  which  also  monitors  reported  utilization 
through  the  Surveillance  and  Utilization  Review  Subsystem  (SURS)  of  the 
Medicaid  Management  Information  System  (MMIS).    Finally,  this  office 
monitors  the  EPSDT  program. 

Office  of  Grievance  and  Appeals 

The  Office  of  Grievance  and  Appeals  is  responsible  for  administering 
the  AHCCCS-level  grievance  and  eligibility  appeals  process  and  for 
monitoring  its  timeliness.    It  investigates  and  resolves,  either 
informally  or  through  a  hearing,  grievances  received  by  the  AHCCCS 
Administration  from  members,  contracting  plans,  other  providers,  and 
counties.    It  hears  eligibility  appeals  from  applicants  regarding  county 
MI/MN  eligibility  determinations,  from  individuals  who  have  lost  AHCCCS 
eligibility  following  termination  of  SSI  benefits,  and  from  individuals 
who  have  lost  AHCCCS  eligibility  under  the  Eligible  Assistance  Children's 
Program  (EAC),  part  of  the  State  Children's  Program.    The  office  also 
collects  grievance  data  from  the  plans. 

Office  of  Program  Compliance  and  Review 

The  Office  of  Program  Compliance  and  Review  is  responsible  for 
oversight  and  management  of  contracting  plans.    The  office  monitors  plan 
financial  and  contract  performance,  conducts  regular  site  reviews,  and 
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orovides  technical  assistance.  It  also  operates  regional  AHCCCS  program 
•nanagement  offices  in  Tucson  and  Flagstaff. 

This  office  is  also  responsible  for  AHCCCS  program  integrity  and  for 
identifying  suspected  program  abuse.    These  functions  include  fraud  and 
abuse  investigation,  eligibility  quality  control  review,  and  internal 
audit  of  the  AHCCCS  Administration. 


Division  of  Member  and  Provider  Services  (MAPS) 

MAPS  is  responsible  for  member  relations  and  communicates  with 
providers  regarding  claims  processing  and  encounter  data  issues.  Its 
functions  include  enrolling  members  in  plans;  auto-assignment  of  MI/MNs; 
eligibility  verification;  resolution  of  eligibility  and  enrollment 
problems;  training  county  eligibility  workers  in  MI/MN  eligibility 
determination  procedures;  processing  and  adjudicating  fee-for-service 
claims;  amd  monitoring  encounter  data  collection,  processing,  and 
reporting  by  the  plans. 


Division  of  Manaqpment  Information  Systems 

This  division  is  responsible  for  operation  of  the  management 
information  system  (MIS),  including  the  Medicaid  Management  Information 
System  (MMIS)  and  related  computer  operations.    Specific  functions  include 
computer  systems  maintenance,  planning,  and  enhancement;  member  and  claims 
data  entry;  operating  systems  to  support  assignment  of  members  to  plans; 
developing  personal  computing  systems  for  the  AHCCCS  Administration;  and 
developing  application  programs  to  support  the  administration  of  AHCCCS. 
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Division  of  Financial  Management  and  Business  Operations 


This  division  oversees  financial  management  of  the  AHCCCS  program. 
It  is  responsible  for  budget  preparation  and  ---1wsis.  financial 
reporting,  accounting  and  payroll  services,  processing  reinsurance  cla  is 
from  plans,  and  monitoring  third-party  liability  and  pursuing  recover}  Jf 
funds  due  to  the  state  from  other  liable  third  parties. 

This  division  also  provides  business  and  central  support  services  for 
the  AHCCCS  Administration.    In  addition  to  day-to-day  functions,  it 
manages  AHCCCS's  procurement  of  the  plans  through  the  bidding  process. 
Other  functions  include  contract  administration,  purchasing,  personnel 
administration,  facilities  management,  and  providing  support  services. 

External  Relationships 

The  AHCCCS  Administration  interacts  with  the  program's  members,  the 

prepaid  plans,  fee-for-service  providers,  county  governments,  the  federal 

government,  and  other  agencies  and  branches  of  the  state  government. 

AHCCCS  activities  relating  to  members  include  handling  enrollment, 
monitoring  quality  of  care,  and  dealing  with  members'  complaints, 
grievances,  and  appeals.    Activities  relating  to  the  plans  include  making 
capitation,  deferred-liability,  and  reinsurance  payments;  providing 
enrollment  services;  collecting  encounter  data;  providing  technical 
assistance;  and  monitoring  the  plans'  financial  performance,  contract 
compliance,  and  quality  assurance  activities.    Relationships  with 
fee-for-service  providers  mostly  concern  the  timely  payment  of  claims  and 
assistance  to  help  providers  meet  the  claims  processing  requirements. 

AHCCCS  must  work  closely  with  the  counties  on  eligibility 
determination,  allow  the  counties  to  give  input  on  policies  and 
procedures,  and  provide  services  to  AHCCCS-el  igible  relations  in  a 
manner  that  provides  financial  and  administrative  relief  for  the 
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counties.    The  program  also  interacts  with  the  state  Department  of 
Economic  Security  and  the  federal  Social  Security  Administration  in  the 
area  of  eligibility  determination. 

AHCCCS  must  provide  the  Governor  and  the  state  legislature  with 
program,  fiscal,  and  utilization  information  in  a  timely  manner.    It  must 
also  comply  with  federal  Title  XIX  and  AHCCCS  waiver  requirements  under 
special  terms  and  conditions,  meet  federal  reporting  requirements,  provide 
fiscal  and  utilization  data,  and  maintain  financial  accountability.  The 
administration  interacts  with  both  the  HCFA  regional  and  central  offices, 
as  well  as  with  HCFA's  evaluation  contractor. 

The  Implementation  Experience 

The  administration  of  the  program  has  gone  through  significant  change 
over  the  course  of  the  evaluation,  from  October  1982  through  December 
1987.    During  the  first  18  months  of  the  program  (October  1982  through 
March  1984),  which  were  reported  on  in  the  First  Implementation  and 
Operation  Report,  numerous  startup  problems  resulted  in  a  "crisis"  mode  of 
administration.    The  second  18  months  (April  1984  through  September  1985), 
described  in  the  Second  Implementation  and  Operation  Report,  followed  a 
transition  from  private  contracted  administration  of  the  program  to  state 
administration,  and  can  be  characterized  as  a  period  of  recovery  and 
rebuilding.    The  period  October  1985  through  December  1987,  reported  in 
the  Third  and  Fourth  Implementation  and  Operation  Reports,  can  be 
characterized  as  a  period  of  stability  of  the  administration  and  continued 
building  on  earlier  progress. 

The  Startup  Period:    October  198?  -  March  1984 

The  enabling  legislation  for  AHCCCS  specified  that  the  major  part  of 
the  administration  of  the  program  be  contracted  out  to  a  private 
administrator.    Although  many  Medicaid  programs  contract  with  fiscal 
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intermediaries  for  claims  processing,  the  degree  of  administrative 
responsibility  contracted  out  in  AHCCCS  went  well  beyond  the  usual 
practice.    The  main  reason  the  legislature  chose  to  do  so  was  its  belief 
that  the  private  sector  could  operate  more  cost-effectively  than  could  a 
government  agency. 

The  legislature  gave  the  AHCCCS  Division  of  the  Arizona  Department  of 
Health  Services  responsibility  for  policy  and  program  oversight;  the 
private  administrator  was  to  handle  day-to-day  responsibilities.  The 
legislature  thus  initially  limited  the  permanent  AHCCCS  Division  staff  to 
24.    The  division's  specific  responsibilities  were  to  draft  policy  and 
regulations  for  the  program  and  to  do  planning  and  research,  financial 
management,  and  public  relations. 

Through  a  competitive  bidding  process  that  attracted  six  bidders,  the 
AHCCCS  Division  selected  MCAUTO  Systems  Group,  Inc.,  (MSGI)  as  the  program 
administrator.    MSGI  was  awarded  a  cost-based  contract,  which  also 
contained  various  incentives  for  performance  and  expense  containment.  The 
private  Administrator's  responsibilities  included: 


■  Claims  and  encounter  data  processing:    paying  claims  for  those 
services  delivered  on  a  fee-for-service  basis,  processing 
encounter  data  from  providers,  making  capitation  payments,  and 
producing  utilization  reports  to  support  the  management  of  the 
program. 

■  Provider  relations:    conducting  (with  the  state)  the  competitive 
bidding  process  for  procurement  of  the  prepaid  plans,  providing 
technical  assistance  to  providers,  monitoring  overall  performance 
and  contract  compliance,  and  establishing  programs  of  quality 
assurance  and  utilization  control. 

■  Enrollment:    providing  training  to  counties  on  procedures  for 
MI/MN  eligibility,  notifying  individuals  of  their  eligibility, 
requesting  eligibles  to  choose  a  plan,  conducting  enrollment 
interviews,  conducting  the  open-enrollment  process,  and  assigning 
to  a  particular  plan  those  who  were  eligible  but  not  enrolled. 

■  Quality  assurance:    assisting  plans  in  establishing  quality 
assurance  (OA)  programs,  reviewing  plans'  QA  activities,  and 
identifying  potential  cases  of  underutil ization  of  services. 
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There  were  difficulties  in  each  of  these  areas  during  the  first  18 
months  of  the  program.    Perhaps  more  than  any  other  area,  problems 
associated  with  eligibility  and  enrollment  adversely  affected  the 
administration  of  the  program.    Resolution  of  these  problems  diverted 
major  resources  from  longer-term  administrative  tasks.    The  short  time 
allowed  for  implementation,  the  lack  of  experience  with  programs  similar 
to  AHCCCS,  rapid  program  changes  (especially  in  the  enrollment  area),  and 
unique  systems  requirements  all  affected  the  ability  of  the  private 
administrator  to  perform  its  functions.     In  addition,  turnover  of  key 
staff  at  both  the  AHCCCS  Division  and  the  administrator,  and  a  significant 
underestimation  of  the  resources  required  to  do  the  job,  made  it  difficult 
for  the  administrator  to  accomplish  what  was  required. 

During  the  first  18  months,  priority  was  given  to  plan  contracting, 
service  provision,  and  provider  payment,  as  well  as  to  dealing  with 
day-to-day  problems,  particularly  those  related  to  eligibility  and 
enrollment.    Consequently,  the  administrator  delayed  implementing  many 
longer-term  activities.    For  example,  there  were  significant  delays  and 
difficulties  in  implementing  the  management  and  utilization  reporting 
features  of  the  management  information  system.    Very  poor  progress  was 
made  on  collecting  encounter  data  on  service  utilization. 

During  this  period,  little  attention  was  directed  toward  establishing 
an  effective  plan  monitoring  function,  including  the  oversight  of  plan 
financial  performance,  contract  compliance,  plan  service  network  adequacy, 
etc.    There  was  limited  medical  oversight  of  the  plans,  with  little 
attention  given  to  quality  assurance  or  patient  satisfaction  activities. 
For  most  of  the  period,  the  program  also  lacked  a  full-time  medical 
director. 

In  spite  of  these  problems,  some  significant  accomplishments  during 
this  startup  period  should  be  noted.    The  program  attracted  a  large  number 
of  bidders,  stimulated  the  creation  of  a  significant  number  of  new  prepaid 
health  plans,  and  provided  coverage  to  more  people  than  were  covered 
before  AHCCCS  under  the  county  health  systems. 
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The  problems  associated  with  program  administration  led  to  tension 
between  the  AHCCCS  Division  and  MSGI  over  the  latter' s  performance  and 
cost.    MSGI's  projected  cost  increased  from  the  original  bid  of  Sll 
million  for  the  39-month  contract  period  to  an  estimated  $30  million  as  of 
February  1984.    Contract  disputes  between  the  state  Attorney  General  and 
MSGI  led  MSGI  to  notify  the  state  on  February  14,  1984,  that  if  the 
contract  disputes  were  not  resolved  within  30  days,  MSGI  would  terminate 
the  contract.    Consequently,  the  state  assumed  responsibility  for 
administering  the  program  as  of  March  14,  1984,  18  months  after  the  start 
of  the  program. 

Subsequent  to  the  contract  termination,  MSGI  sued  Arizona  for  $20 
million  in  costs  incurred  in  excess  of  the  originally  budgeted  contract 
cost.    The  state  Attorney  General  filed  a  S28-million  countersuit  against 
MSGI  for  breach  of  contract.    In  1987  the  lawsuits  were  settled  through 
arbitration,  with  the  state  being  awarded  approximately  $3  million  from 
MSGI. 

The  Recovery  Period:    April  1984  -  September  1985 

Overall,  the  transition  to  state  government  administration  at  the  end 
of  the  program's  first  18  months  was  achieved  with  a  minimum  of  disruption 
to  the  AHCCCS  program.    The  Governor  appointed  a  Transition  Team  composed 
of  officials  from  several  departments  of  the  state  government  to  manage 
the  transfer  of  the  MSGI  data  processing  system,  general  administrative 
functions,  and  personnel  to  the  state.    A  new  AHCCCS  director  was  named, 
and  the  AHCCCS  Administration  was  reorganized. 

The  transition  from  the  private  administrator  to  state  administration 
marked  a  turning  point  in  the  implementation  of  AHCCCS.    Actions  taken  by 
the  state  since  that  time  addressed  many  of  the  prior  weaknesses  in  the 
administration  of  the  program.    Whereas  ~iajor  elements  of  AHCCCS  had  not 
been  fully  implemented  before  May  1984,  the  implementation  was  essentially 
completed  during  the  program's  second  18  months. 


32 


Major  changes  occurred  in  AHCCCS  during  the  second  18  months.  First, 
the  organizational  and  staffing  problems  that  existed  in  the  startup 
oeriod  were  substantially  lessened.    A  new  independent  AHCCCS 
Administration  was  established,  combining  the  prior  responsibilities  of 
the  private  administrator  and  the  AHCCCS  Division  of  the  Arizona 
Department  of  Health  Services.    The  new  organizational  structure  of  AHCCCS 
reorganized  staff  along  functional  lines  and  added  staff  to  key  areas  such 
as  provider  relations,  quality  assurance,  grievance  and  appeals,  and  audit 
and  compliance  —  areas  that  had  received  inadequate  attention  in  the  first 
18  months.    The  new  director  of  AHCCCS  had  a  strong  prior  background  in 
prepaid  health  plans.    The  new  deputy  director  had  extensive  experience  in 
state  government  and  a  strong  background  in  management  and 
administration.    They  and  their  new  management  team  at  AHCCCS  established 
the  administrative  system  required  to  run  this  statewide  program 
effectively. 

Second,  AHCCCS  began  financial,  quality  assurance,  and  programmatic 
monitoring  of  the  prepaid  plans.    Among  the  new  director's  first  actions 
was  to  commission  a  financial  review  of  the  plans  by  an  outside  accounting 
firm  and  to  appoint  a  new  medical  director  and  provide  him  with  adequate 
staff  support.    The  financial  review  provided  the  director  with 
information  necessary  to  require  significant  changes  by  the  prepaid 
plans.    Two  prepaid-plan  contracts  were  terminated  because  of  financial 
difficulties,  and  one  other  plan  was  required  to  undergo  major 
reorganization.    The  director  thus  began  taking  a  more  active  role  in 
ensuring  the  acceptable  financial  performance  of  the  plans.    In  addition, 
the  new  AHCCCS  medical  director  and  the  quality  assurance  staff  began 
working  actively  with  the  plans  on  quality  assurance  issues.    A  plan 
Medical  Directors  Association  was  formed,  and  technical  assistance 
activities  were  initiated  in  areas  identified  as  problems  in  the  annual 
medical  audits.    A  program  of  periodic  operational  audits  was  also 
initiated  to  ensure  that  the  plans  were  conforming  to  various  program 
standards  and  requirements.    Thus,  through  management  attention  and 
actions,  the  new  AHCCCS  leadership  indicated  a  strong  commitment  to  a 
vigorous  plan  oversight  function. 
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Third,  the  new  administration  instituted  changes  in  the  eligibility 
and  enrollment  functions  that  successfully  resolved  the  significant 
problems  in  this  area  which  had  plagued  the  program  in  the  first  18 
months.    These  changes  included  institution  of  some  restrictions  on 
choice,  clarification  and  simplification  of  eligibility  and  enrollment 
rules  and  procedures,  resolution  of  data  issues  with  other  agencies 
supplying  eligibility  information,  and  implementation  of  significant 
systems  improvements  in  support  of  the  eligibility  and  enrollment  process. 

Finally,  some  attention  was  paid  to  the  management  information 
system.    A  review  of  the  existing  system  revealed  major  areas  of 
deficiency.    The  AHCCCS  Administration  determined  that  the  system  could 
not  be  modified  to  adequately  meet  the  long-term  needs  of  AHCCCS  and  began 
the  design  of  a  new  system  tailored  specifically  to  the  needs  of  a  prepaid 
program.    Major  problems  still  remained,  however,  in  the  ability  of  the 
AHCCCS  program  to  collect  and  generate  the  utilization  information 
necessary  to  manage  the  program. 

Thus,  the  AHCCCS  Administration  that  emerged  from  the  transition  was 
a  very  different  organization  from  the  AHCCCS  of  the  first  18  months.  The 
new  management  learned  from  the  difficulties  of  the  first  18  months  and 
aggressively  made  changes  to  address  many  of  the  major  problem  areas. 

The  Stabilization  Period:    October  1985  -  December  1987 

The  period  following  October  1985  marked  a  period  of  stabilization  in 
the  AHCCCS  program.    The  major  directional  changes  initiated  in  the  second 
18  months  of  the  program  began  to  take  hold.    Beginning  with  the  fourth 
program  year,  AHCCCS  was  functioning  smoothly  enough  that  it  was  possible 
not  only  to  maintain  the  activities  of  the  recovery  period  of  the  second 
18  months  of  AHCCCS  but  also  to  build  on  them  to  improve  the  program's 
operations  and  to  begin  making  progress  in  new  areas. 
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Except  for  some  refinements  and  consolidations,  the  organization  of 
the  AHCCCS  Administration  from  October  1985  through  December  1987  was 
basically  the  same  as  it  had  been  since  the  state  took  over  the 
administration  of  the  program.    AHCCCS  leadership  was  also  stable  until 
January  1987,  at  which  time  the  director  and  deputy  director  who  had 
served  since  the  state  transition  were  succeeded  by  newly  appointed 
officials.    The  transfer  of  the  responsibility  to  the  new  leadership  was 
smooth  and  kept  in  place  the  basic  organization  and  administrative 
activities. 

During  this  period,  AHCCCS  and  its  contractor,  Deloitte,  Haskins  and 
Sells,  began  work  on  the  development  of  the  new  Prepaid  Medical  Management 
Information  System  (PMMIS).    The  new  PMMIS  is  designed  specifically  to 
support  the  various  unique  aspects  of  a  prepaid  program. 

Also  during  this  period,  AHCCCS  made  refinements  to  the  current  MIS 
and  for  the  first  time  began  to  make  real  progress  in  the  collection  of 
encounter  data.    Much  of  the  latter  success  can  be  traced  to  the  creation 
in  February  1986  of  an  Interdepartmental  Task  Force  consisting  of  members 
from  several  of  the  operating  units  within  AHCCCS  and  headed  by  the- 
assistant  deputy  director  of  AHCCCS,  a  senior  manager  who  had  the 
authority  to  quickly  implement  changes  in  established  systems. 

The  major  eligibility  changes  during  this  period  involved  expansion 
of  coverage  for  children  and  pregnant  women.    Service  coverage  was  also 
relatively  stable,  the  main  changes  being  the  clarification  of  acute 
mental  health  coverage,  the  inclusion  of  nurse  midwife  services,  and  the 
modification  of  transition  rules  for  coverage  of  members  transferring  to 
long-term  care  facilities. 

During  this  period,  the  state  took  steps  to  implement  a  long-term 
care  program  within  AHCCCS.    In  1986,  AHCCCS  commissioned  a  report  by 
Peat,  Marwick  and  Mitchell  to  review  the  long-term  care  population  in 
Arizona,  analyze  public  expenditures  for  long-term  care,  and  describe  the 
scope  of  services  provided  in  the  state.    A  long-term  care  bill  was  passed 
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by  the  legislature  and  signed  into  law  in  May  1987.    During  1987,  AHCCCS 
attempted  to  detail  the  specifics  of  the  program,  began  development  of 
eligibility  determination  capabilities,  and  began  work  on  the  information 
systems  needed  for  the  program's  implementation. 

In  1986,  AHCCCS  also  received  a  grant  from  the  Robert  Wood  Johnson 
Foundation  to  develop  a  program  of  coverage  for  the  working  uninsured. 
The  target  population  for  this  program,  called  the  Health  Care  Group 
(HCG),  consisted  of  employees  of  businesses  with  25  or  fewer  employees. 
HCG  had  attracted  participation  from  two  plans  as  of  the  end  of  1987,  but 
as  of  that  date  there  were  fewer  than  100  members  enrolled. 

Lessons  Learned  Concerning  Administration 

The  experience  of  AHCCCS  in  administering  its  prepaid  program 
provides  important  lessons  for  future  implementations. 

First,  a  new  program  such  as  AHCCCS  must  recognize  the  inevitability 
of  startup  problems  and  plan  for  them.    In  retrospect,  the  initial 
implementation  problems  could  have  been  minimized  if  the  implementation 
time  and  resources  had  been  more  realistic  and  if  the  program  had  been 
staffed  with  individuals  with  more  substantial  prepaid-program  experience. 

Second,  the  decision  to  contract  out  the  major  administrative 
responsibilities  for  the  program  during  the  initial  period  was  a  mistake, 
especially  given  the  newness  of  the  program  and  the  need  to  establish  the 
direction  of  the  program.    It  is  questionable  that  any  contractor  could 
have  handled  successfully  the  comprehensive  responsibilities  delegated  to 
the  private  administrator.    This  is  not  to  say  that  a  fairly  comprehensive 
contractor  role  could  not  work  in  a  program  like  AHCCCS,  once  the  program 
reached  a  more  stable  phase.    However,  to  delegate  significant  oversight 
responsibilities  to  a  private  contractor  before  stabilizing  the  program, 
its  participants,  its  policies,  and  its  mode  of  operation  invited  major 
implementation  and  operational  problems. 
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Third,  the  responsibilities  of  any  contractor  asked  to  assume 
significant  administrative  responsibilities  must  be  clearly  defined  and 
communicated,  and  the  state  must  have  adequate  resources  and  expertise  to 
monitor  contractor  performance.    There  must  also  be  regular  procedures  for 
contract  modification,  reporting,  and  evaluation. 

Finally,  a  prepaid  program  must  recognize  the  importance  of  a 
comprehensive,  proactive  provider  management  role.    The  state  has  a 
responsibility  to  monitor  the  performance  of,  and  provide  technical 
assistance  to,  the  contracted  health  plans.    This  function  should  include 
the  monitoring  of  financial  condition,  quality  of  care,  service  network 
adequacy,  delivery  of  proposed  services,  member  utilization,  contract 
compliance,  encounter  data  submissions,  marketing  practices,  member  rights 
and  member  satisfaction  and  grievances,  fraud  and  abuse,  and  adequacy  of 
facil ities. 

The  Bidding  Process 

AHCCCS  provides  health  care  to  the  medically  indigent  through 
contracts  with  qualified  health  plans.    Plans  bid  a  capitation  rate  for 
each  bid  category  on  a  county-by-county  basis.    Bid  categories  are  defined 
on  the  basis  of  expected  utilization  and  service  costs  and  are  the  same 
for  every  county.2    AHCCCS  evaluates  the  bids  submitted  by  the  plans  and 
awards  contracts  to  the  successful  bidders  in  each  county. 

In  this  section  we  describe  the  major  characteristics  of  competitive 
bidding  in  AHCCCS.    This  discussion  is  followed  by  a  description  of  the 
bid  processes  themselves  and  then  an  overall  assessment  of  the  process. 
We  conclude  with  a  discussion  of  the  lessons  to  be  learned  from  the  AHCCCS 
experi  ence. 
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Ma.ior  Characteristics 


A  contract  to  provide  services  to  AHCCCS  eligibles  covers  every  bid 
category.    Thus,  a  plan  cannot  win  a  contract  for  only  one  or  two  bid 
categories.    When  AHCCCS  contracts  with  a  plan,  it  agrees  to  pay  the 
plan's  final  bid  rate  for  each  bid  category  (the  initial  bid  rate 
submitted  by  a  plan  may  be  negotiated  up  or  down  through  the  use  of  best 
and  final  offers,  discussions  between  AHCCCS  and  the  plan,  or  initiation 
of  a  new  bid  process).    The  result  is  that  different  plans  in  the  county 
will  receive  different  prices  for  providing  essentially  the  same 
services . 

AHCCCS  covers  acute-care  medical  services  provided  to 
noninstitutional  ized  persons  and  to  individuals  in  long-term  care 
institutions.    A  separate  bid  process  is  conducted  for  each  group.  The 
bid  process  for  the  noninstitutional ized  population  is  open  to  all 
qualified  bidders.    For  the  institutionalized  population,  the  state 
determines  an  acceptable  capitation  rate  and  offers  counties  the  right  of 
first  refusal.    If  counties  are  not  interested  in  providing  services  to 
this  group,  the  bid  process  is  then  open  to  all  qualified  bidders. 

When  the  AHCCCS  program  began,  the  noninstitutional  ized  eligible 
population  was  divided  into  five  bid  categories:    AFDC,  SSI  Aged,  SSI 
Blind,  SSI  Disabled,  and  MI/MN.    Experience  indicated  that  there  was  a 
considerable  cost  difference  between  providing  services  to  the  population 
with  Medicare  and  those  without  Medicare  coverage.    The  number  of  bid 
categories  then  was  altered  to  reflect  these  cost  differences.  Currently 
there  are  eight  bid  categories:    AFDC,  SSI  Aged  and  Blind  with  Medicare, 
SSI  Aged  and  Blind  without  Medicare,  SSI  Disabled  with  Medicare,  SSI 
Disabled  without  Medicare,  MI/MN  with  Medicare,  MI/MN  without  Medicare, 
and  State  Children's  Program. 

There  have  been  four  competitive  bid  processes  in  the  AHCCCS  program 
since  it  began.    The  first  bid  process  covered  the  period  from 
October  1,  1982,  through  September  30,  1983.    The  second  bid  process  was 
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initiated  in  the  summer  of  1983  and  covered  the  period  from 
October  1,  1983,  through  September  30,  1984.    The  request  for  proposal 
(RFP)  issued  to  second-year  prospective  bidders  indicated  that  contracts 
awarded  under  this  bid  process  would  be  renewable  for  a  second  year  if 
both  the  plan  and  AHCCCS  agreed.    The  rates  for  the  following  year  were  to 
be  the  same  as  the  rates  agreed  to  in  the  second-year  bid  process.  Most 
plans  renewed  their  second-year  contracts  for  the  third  year. 

The  third  bid  process  was  initiated  in  the  summer  of  1985  and  covered 
the  fourth  program  year  (October  1,  1985,  through  September  30,  1986). 
The  RFP  indicated  that  contracts  awarded  under  this  bid  process  would  be 
renewable  for  the  fifth  program  year  if  both  AHCCCS  and  the  plan  agreed  to 
the  renewal.    The  fifth-year  capitation  rates  were  to  be  increased  at  the 
rate  of  increase  in  the  medical  care  price  index.    All  but  one  of  the 
plans  renewed  their  contracts  for  the  fifth  program  year. 

The  fourth  bid  process  was  begun  in  the  summer  of  1987  and  covered 
the  sixth  program  year  (October  1,  1987,  through  September  30,  1988).  The 
RFP  for  noninstitutional ized  persons  indicated  that  contracts  awarded 
under  this  bid  process  would  be  renewable  for  up  to  2  additional  years. 
The  rates  for  follow-on  years  were  to  be  increased  at  the  rate  of  increase 
in  the  medical  care  price  index.    The  RFP  for  institutionalized  persons 
indicated  that  contracts  awarded  under  this  process  would  expire  on 
September  30,  1988  because  of  the  anticipated  implementation  of  the  new 
long-term  care  program. 

When  the  AHCCCS  program  began,  the  administration  was  concerned  about 
the  number  of  plans  that  would  be  willing  to  submit  bids.  Arizona  had  few 
prepaid  plans  operating  in  the  state  at  the  time.  Consequently,  the  state 
encouraged  the  formation  of  plans.  Financial  eligibility  requirements  for 
the  bidders  were  minimal  and  AHCCCS  accepted  bids  from  plans  that  were  not 
full -service  providers.  However,  as  the  program  progressed,  the  financial 
requirements  for  bidder  eligibility  were  tightened,  and  AHCCCS  elected  to 
consider  bids  only  from  full -service  providers.    An  added  impetus  to 
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strengthen  the  financial  requirements  placed  on  the  plans  came  wnen  a 
number  of  plans  encountered  serious  financial  difficulties. 

As  noted  above,  AHCCCS  covers  the  full  r*nge  of  acute-care  medical 
services  to  eligible  individuals.    The  program  has  been  expanded  over  time 
to  include  more  eligibles.    Initially,  individuals  eligible  for  AFDC  a^d 
SSI  and  those  medically  indigent  and  medically  needy  meeting  strict 
financial  requirements  were  covered.    Children  age  0-5  were  added  J  .  ,uary 
1,  1987,  as  a  state-only  program.    Beginning  January  1,  1988,  AHCCCS 
covered  pregnant  women  and  children  under  2  years  of  age  in  families 
falling  under  the  federal  poverty  level.    Children  6  to  13  were  added  to 
the  State  Children's  Program  October  1,  1988.    Federal  capitation  is 
received  for  all  eligibles  except  those  classified  as  MI/MN  and  the 
State  Children's  Program. 

Categorically  eligible  individuals  may  elect  to  join  the  plan  of 
their  choice  at  the  time  they  are  enrolled  and  may  change  plans  during  a 
yearly  open-enrollment  period.    Those  who  do  not  elect  to  join  a  plan  will 
be  automatically  assigned.    Initially,  the  MI/MN  eligible  population  were 
also  given  their  choice  of  plans  at  the  time  they  were  deemed  eligible. 
Beginning  in  Year  3,  however,  MI/MN  eligibles  were  automatically  assigned 
to  a  plan  using  an  algorithm  that  allocates  a  higher  proportion  of  MI/MN 
eligibles  to  the  plans  that  bid  the  lowest  in  the  county.    MI/MN  eligibles 
can  nevertheless  elect  to  change  plans  during  open  enrollment. 

The  Bid  Process 

Each  bid  process  began  with  a  request  for  proposal  (RFP),  which  was 
prepared  by  the  AHCCCS  Administration.    The  RFP  described  the  AHCCCS 
program,  set  forth  the  requirements  for  bidder  eligibility,  and  described 
the  elements  that  must  be  included  in  the  bid.    Because  of  the  desire  to 
encourage  entry  into  the  program,  the  first-  and  second-year  RFPs  placed 
little  emphasis  on  financial  performance  as  a  condition  of  bidder 
eligibility.    However,  the  RFP  issued  for  the  fourth  year  placsd 
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considerable  emphasis  on  plan  financial  performance.    In  addition,  the  RFP 
focused  the  plan's  attention  on  issues  related  to  financial  success, 
including  utilization,  unit  cost,  and  other  risk  factors.    The  sixth-year 
RFP  was  similar  to  the  fourth-year  RFP  in  terms  of  its  emphasis  on  plan 
financial  performance.    In  both  RFPs,  AHCCCS  published  acceptable 
standards  of  financial  performance,  including  equity  per  enrollee,  days  of 
claims  outstanding,  working  capital  ratios,  medical  costs  as  a  percent  of 
capitation  revenue,  and  administrative  costs  as  a  percent  of  capitation 
revenue.    Plans  were  asked  to  report  their  own  data  for  these  ratios. 
Plans  that  did  not  meet  the  financial  standards  were  asked  to  submit 
financial  plans  that  would  move  them  toward  achieving  the  standards. 

The  initial  bid  requirements  permitted  plans  to  submit  partial  - 
service  bids.    Only  one  contract  was  awarded  to  a  partial -service  bidder 
in  Year  1,  and  all  subsequent  RFPs  required  plans  to  submit  full-service 
bids.    The  initial  bid  requirements  did  not  require  plans  to  provide 
signed  contracts  with  their  providers.    In  subsequent  bid  processes  this 
became  a  requirement.    AHCCCS  uses  this  information  to  evaluate  the  extent 
of  each  plan's  provider  network  and  the  adequacy  of  the  geographic 
distribution  and  specialty  distribution  of  the  network. 

Because  many  of  the  plans  bidding  in  Year  1  were  start-up  plans 
without  track  records,  AHCCCS  was  unable  to  request  much  information  on 
the  manner  in  which  the  plans  dealt  with  the  specifics  of  the  program, 
particularly  the  information  provided  to  new  enrollees  and  other  client- 
oriented  processes  that  had  yet  to  be  implemented.    By  the  time  the 
fourth-year  bid  process  occurred,  bidders  were  required  to  include  such 
items  as  a  description  of  the  open-enrollment  process,  the  transition 
process  from  acute  to  long-term  care,  the  plan's  grievance  procedure, 
referral  and  appointment  procedures,  quality  assurance  and  utilization 
review  processes,  and  the  member  handbook. 

In  the  first  and  second  years  of  the  program,  AHCCCS  believed  that  it 
was  precluded  from  directly  negotiating  price  with  the  bidders. 
Nevertheless,  it  was  able  to  reject  all  bids  submitted  in  a  county  and 
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request  voluntary  price  reductions  or  institute  a  second  bid  process. 
Voluntary  price  reductions  were  requested  of  bidders  in  six  counties  for 
the  first  program  year.    During  the  second-year  bid  process,  voluntary 
price  reductions  were  requested  in  all  counties.    Even  qfter  the  price 
reductions,  the  capitation  rates  submitted  in  some  counties  were 
considered  too  high,  and  a  second  RFP  process  was  initiated  in  those 
counties. 

By  the  time  the  fourth-year  bid  process  occurred,  AHCCCS  determined 
that  it  was  not  precluded  from  initiating  best  and  final  offers  with  the 
plans  and  providing  plans  with  feedback  on  the  initial  bids.    Best  and 
final  offers  were  used  as  part  of  the  bid  process  for  both  the  fourth  and 
sixth  years. 

An  overview  of  the  bid  evaluation  process  was  provided  in  each  of  the 
RFPs.    In  the  first  year,  evaluation  criteria  were  divided  into  two  major 
areas:    technical  qualifications  (financial  viability  and  ability  to  offer 
services)  and  price  and  capacity  evaluation  (bid  rates  and  maximum  number 
of  enrollees).    To  compare  the  bids  across  plans,  AHCCCS  developed  a 
"composite  price"  that  was  a  weighted  average  of  each  bidder's  capitation 
rates  by  category.    The  weights  were  calculated  using  the  number  of 
eligibles  in  each  category  in  the  state.    In  the  second  year,  as  with  the 
first-year  bids,  a  composite  price  was  developed  to  allow  comparisons 
between  plans.    However,  rather  than  using  statewide  estimates  of  the 
numbers  of  eligibles  in  each  category,  the  weighting  of  the  "composite 
price"  in  the  second  year  was  done  on  a  county-by-county  basis. 

The  evaluation  process  for  the  fourth-  and  sixth-year  bids  was 
considerably  more  complicated  than  the  process  used  for  the  first-  and 
second-year  bids.    In  the  fourth  and  sixth  years,  each  type  of  information 
required  in  the  RFP  was  given  a  weight  in  evaluating  the  plan's  bid.  The 
fourth-year  bid  evaluation  process  placed  less  than  25%  weight  on  the 
actual  bid  prices  submitted.    Considerable  attention  was  given  to  the 
plan's  provider  network,  its  financial  condition,  and  the  organizational 
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structure  it  had  put  in  place  to  assist  enrollees.    The  sixth-year  bid 
evaluation  process  was  very  similar  to  that  of  the  fourth  year. 

Two  types  of  events  during  the  first  5  years  of  the  program  cave  rise 
to  special  mid-year  bid  processes.    The  first  was  the  bankruptcy  of 
several  plans  and  the  need  to  transfer  members  to  financially  viable 
plans.    The  second  was  an  expansion  in  program  coverage. 

Because  of  the  poor  financial  performance  of  Health  Care  Providers, 
AHCCCS  terminated  its  contract  with  the  plan  effective  April  1,  1985.  In 
March  1985,  AP/IPA,  at  that  time  in  reorganization  after  filing  a  Chapter 
11  bankruptcy,  notified  the  state  that  it  was  unable  to  take  on  any 
aaditional  MI/MN  members  at  the  existing  rate  without  endangering  its 
ability  to  reorganize.    Maricopa  County  Health  Plan  was  also  unwilling  to 
take  on  additional  MI/MN  eligibles  at  the  existing  rates.    As  a  result,  on 
March  5,  1985,  AHCCCS  issued  a  "gap  action"  for  the  MI/MN  non-Medicare 
population  in  Maricopa  County  covering  the  period  April  1,  1985,  through 
September  30,  1985. 

Maricopa  County  had  19,000  people  eligible  for  AHCCCS  in  the  MI/MN 
non-Medicare  category.    In  response  to  the  "gap  action,"  six  plans 
submitted  proposals.    Bids  from  four  plans  were  accepted.    MI/MN  enrollees 
in  AP/IPA  were  allowed  an  open  enrollment  during  April  to  select  a  new 
plan  effective  May  1,  1985.    Enrollees  in  Health  Care  Providers  in  both 
Pinal  and  Maricopa  Counties  were  also  transferred  to  other  plans  via  an 
open-enrollment  process. 

On  June  15,  1985,  AHCCCS  terminated  its  contract  with  Western  Sun  in 
Yuma  and  La  Paz  Counties.    Western  Sun  had  been  experiencing  severe 
financial  difficulties.    At  the  time,  Western  Sun  had  3,663  enrollees  in 
Yuma  County  and  760  in  La  Paz  County.    The  state  issued  a  "gap  action"  on 
June  18,  1985,  requesting  bids  from  plans  to  serve  AHCCCS  eligibles  in 
these  counties  from  July  15,  1985,  to  September  30,  1985. 
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The  addition  of  the  State  Children's  Program  in  Year  5  resulted  in 
the  initiation  of  a  mid-year  bid  process.    Children  ages  0  through  5  whose 
parents  had  incomes  below  the  federal  poverty  level  but  did  not  qualify 
for  AHCCCS  under  AFDC  criteria  were  made  eligible  for  the  AHCCCS  program 
as  a  state-only  program.    A  separate  bid  process  was  conducted  to 
determine  which  plans  would  receive  contracts  for  the  new  eligibility 
category.    Only  plans  that  had  existing  contracts  with  the  AHCCCS  program 
were  invited  to  bid  on  the  State  Children's  Program.    The  RFP  was  issued 
in  August  1986,  and  the  program  began  on  January  1,  1987. 

Passage  by  the  federal  government  of  the  Sixth  Omnibus  Reconciliation 
Act  (SOBRA)  provided  states  with  federal  funds  to  expand  Medicaid 
eligibility  to  include  pregnant  women  and  children  under  2  years  of  age  in 
families  with  incomes  below  the  poverty  level.    Coverage  with  federal 
financial  participation  could  begin  on  January  1,  1988.    AHCCCS  conducted 
a  bidders  conference  in  November,  1987,  inviting  currently  participating 
plans  to  bid  on  these  new  categories  of  eligibles.    The  RFP  set  the 
capitation  rate  for  the  children  at  the  level  each  plan  was  receiving  for 
the  State  Children's  Program. 

The  capitation  rate  for  pregnant  women  was  set  at  the  level  each  plan 
received  for  AFDC  eligibles,  with  the  exception  of  a  one-time  supplement 
for  the  delivery.    Plans  therefore  submitted  bids  for  this  one-time 
supplemental  fee.    These  new  bid  rates  became  effective  on  January  1, 
1988. 

Assessment  of  Competitive  Bidding  in  AHCCCS 

The  level  of  competition  in  the  AHCCCS  program  can  be  evaluated  in 
part  by  examining  the  number  of  bidders  and  winners  over  time.    Table  1 1 - 1 
shows  the  plans  that  bid  in  each  county  for  each  bid  process  and  whether 
they  won  or  lost.    During  the  first  year  of  the  program,  there  were  39 
full -service  bids  and  32  contracts  awarded  (bids  are  per  county; 
therefore,  if  a  plan  submits  bids  in  two  counties,  it  will  be  counted  as 
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Table  III 


FULL  COUNTY  PLANS'  PARTICIPATION  IN  AHCCCS:    BIDDERS,  WINNERS,  AND  LOSERS 
(W  =  Winning  Bidder,  L  =  Losing  Bidder) 


County  and  Plan 


Year  1 


Year  2 


Year  4 


Year  6 


APACHE 

ACCESS  Patient's  Choice 

Arizona  Physicians  IPA 

Family  Health  Plan  of  Northeastern  Arizona 

Samaritan  Health  Service/Medical  Care  Systems 

COCHISE 
ACCESS  Patient's  Choice 
Arizona  Physicians  IPA 
Cochise  Family  Health  Plan 
Doctor's  Health  Plan 
Mercy  Care  Plan 
SEAGO 

University  Faml i -Care 

COCONINO 
ACCESS  Patient's  Choice 
Arizona  Physicians  IPA 
Coconino  Health  Care 
Comprehensive  AHCCCS  Plan 
Family  Health  Plan  of  Northeastern  Arizona 
Northern  Arizona  Family  Health  Plan 
Samaritan  Health  Service/Medical  Care  Systems 

GILA 

ACCESS  Patient's  Choice 

Arizona  Physicians  IPA 

Family  Health  Plan  of  Northeastern  Arizona 

Gila  Medical  Services 

Mercy  Care  Plan 

Samaritan  Health  Service/Medical  Care  Systems 


W* 
L 


W 
W 

w 


w 
w 


I 
I 

L 

w 


w 
w 

L 


L 
W 

w 

L 
L 
W 


w 
w 

L 

w 
w 


w 
w 


w 
w 

L 

w 


w 
w 


w 

L 

w 
w 
w 


w 
w 


I 

w 


w 
w 


L 

w 
w 
w 
w 


Table 


 County  and  Plan   

GRAHAM 
ACCESS  Patient's  Choice 
Arizona  Physicians  IPA 
Doctor's  Health  Plan 
Mercy  Care  Plan 

Mount  Graham  Community  Health  Plan 

Samaritan  Health  Service/Medical  Care  Systems 

GREENLEE 
ACCESS  Patient's  Choice 
Arizona  Physicians  IPA 
Doctor's  Health  Plan 

Samaritan  Health  Service/Medical  Care  Systems 

LA  PAZ+ 
ACCESS  Patient's  Choice 
Arizona  Physicians  IPA 
Dynamic  Health  Services 
Mercy  Care  Plan 

Samaritan  Health  Service/Medical  Care  Systems 
Western  Sun  Associates 

MARICOPA 
ACCESS  Patient's  Choice 
Andercare 

Arizona  Health  Gatekeepers 
Arizona  Physicians  IPA 
CIGNA  Healthplan  of  Arizona** 
Gila  Medical  Services 
Health  Care  Providers  of  Arizona 
Maricopa  County  Health  Plan 
Mercy  Care  Plan 
Phoenix  Health  Plan 

Samaritan  Health  Service/Medical  Care  Systems 


(Continued) 


Year  1 


Year  2 


Year  4 


Year  6 


W 

w 


L 
W 

w 


w 
w 
w 

L 


L 

w 
w 


L 

w 


w 
w 
w 

L 


I 

W 
W 


L 
W 


L 
W 
L 
W 
L 


w 


w 
u 

u 
w 


L 

w 
w 

w 
w 
w 
w 


w 
w 


w 
w 
w 


w 

w 

w 
w 
w 


MOHAVE 
ACCESS  Patient's  Choice 
Arizona  Physicians  IPA 
Dynamic  Health  Services 
Family  Health  Plan  of  Northeastern  Arizona 
Mercy  Care  Plan 

Samaritan  Health  Service/Medical  Care  Systems 

NAVAJO 
ACCESS  Patient's  Choice 
Arizona  Physicians  IPA 
Family  Health  Plan  of  Northeastern  Arizona 
Mercy  Care  Plan 

Samaritan  Health  Service/Medical  Care  Systems 
PIMA 

ACCESS  Patient's  Choice 
Arizona  Health  Gatekeepers 
Arizona  Physicians  IPA 
El  Rio  Santa  Cruz 
Gila  Medical  Services 
Mercy  Care  Plan 
Pima  Care 
Pima  Health  Plan 
University  Famli-Care 

PINAL 

ACCESS  Patient's  Choice 

Arizona  Health  Gatekeepers 

Arizona  Physicians  IPA 

Gila  Medical  Services 

Health  Care  Providers  of  Arizona 

Mercy  Care  Plan 

Pinal  General  Hospital 

Samaritan  Health  Service/Medical  Care  Systems 


Year  2  Year  4 


Year  6 


W 
W 

w 


w 
w 
w 


I 

w 

w 
w 


w 
w 
w 


L 

w 
w 

L 
L 


W 
W 


W  W  L 

L 

www 
w 

w 

--WW 

www 
www 


W  W  L 

L 

www 
w  --  w 

w 

L  W 

www 
w 


Table  III  (Concluded) 


County  and  Plan 


00 


SANTA  CRUZ 
ACCESS  Patient's  Choice 
Arizona  Physicians  IPA 
Holy  Cross 
Mercy  Care  Plan 
University  Famli-Care 

YAVAPAI 
ACCESS  Patient's  Choice 
Arizona  Physicians  IPA 
Northern  Arizona  Family  Health  Plan 

YUMA 

ACCESS  Patient's  Choice 
Arizona  Physicians  IPA 
Dynamic  Health  Services 
Mercy  Care  Plan 

Samaritan  Health  Service/Medical  Care  Systems 
Western  Sun  Associates 


Year  1 

W 
L 


W 

w 


Year  2 


W 

w 

L 


L 
L 
W 


w 


Year  4 


W 
W 

w 

1. 


w 
w 

1. 
w 

L 


Year  6 


L 
W 


w 


w 
w 


I 

w 


*  Arizona  Physicians  IPA  was  the  only  bidder  in  Apache.    Howeve r.  It  was  unable  to 
sign  up  enough  physicians  to  form  a  provider  network,  so  that  AHCCCS  transferred  its 
contract  to  SHS/MCS. 

**  UGNrwL'fSd^y^a  merger  of  INA  Healthplan  and  Arizona  Health  Plan  in  1983.  Only 
CIGNA  is  shown  on  this  table  as  a  Year  1  contractor. 

Sources:    Year  1  =  AHCCCS  1983-84  Annual  Report,  Revised  January  1985. 

Year  2  =  AHCCCS  1983-84  Annual  Report,  Revised  January  1985. 
Year  4  =  Bid  score  sheets  for  Year  4. 

Year  6  =  Data  provided  by  Dave  Van  Dyk  in  a  meeting  on  August  20,  1987. 
Note:    Dashes  in  the  table  indicate  that  plan  did  not  bid. 
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two  bids).    For  the  second  year  of  the  program,  the  number  of  bids 
increased  to  65  and  the  number  of  contracts  awarded  rose  to  44.    In  the 
fourth  year,  the  number  of  bids  dropped  to  60  and  contracts  awarded  rose 
to  45.    In  the  sixth  year,  the  number  of  bids  fell  to  50  and  the  number  of 
contracts  awarded  was  40.    Thus,  over  time  the  number  of  bids  has  fallen 
and  the  proportion  of  bidders  that  received  contracts  has  increased.  In 
both  Years  4  and  6,  every  plan  that  submitted  a  best  and  final  offer 
received  a  contract  in  at  least  one  county  in  which  it  bid. 

To  obtain  an  overall  assessment  of  changes  in  capitation  rates  over 
time,  we  constructed  an  average  capitation  rate  by  county  for  the  first 
six  years  of  the  program  and  used  this  to  construct  a  price  index.3 
Because  there  have  been  significant  changes  in  the  distribution  of 
enrollees  across  rate  codes  over  time,  we  wanted  to  calculate  an  average 
capitation  rate  holding  constant  the  percentage  of  enrollees  in  each  rate 
code  in  each  county.    We  used  only  rate  codes  for  acute  services,  excluded 
on-reservation  American  Indians  who  elected  to  participate  in  AHCCCS,  and 
excluded  any  new  enrollment  category  that  was  the  result  of  an  expansion 
in  the  program.    Because  there  have  been  some  programmatic  changes  in  the 
AHCCCS  program,  our  "market  basket"  of  services  has  not  stayed  completely 
constant.    For  example,  changes  in  the  algorithm  for  auto-assignment, 
changes  in  the  fee-for-service  window  for  MI/MN  eligibles,  and  changes  in 
AHCCCS's  reinsurance  policies  affect  the  plans'  cost  of  providing  services 
and  hence  capitation  rates.    These  changes  have  been  ignored  in 
constructing  our  price  index. 

Using  Year  1  as  the  base  year  for  each  county,  Table  I I -2  shows  the 
price  index  for  each  county.    The  greatest  changes  in  rates  over  the  first 
6  years  were  experienced  in  the  urban  counties  of  Maricopa  and  Pima,  where 
capitation  rates  increased  by  67%  and  69%.    Yuma  County  experienced  the 
smallest  increase  in  capitation  rates:    23%.    The  statewide  increase  in 
capitation  rates  was  60%,  reflecting  the  high  enrollee  density  in  Maricopa 
and  Pima  Counties.    The  60%  change  in  the  price  index  indicates  that,  if 
the  distribution  of  enrollees  had  remained  constant,  capitation  rates 
would  have  increased  60%  over  the  6-year  period. 
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Table  1 1 -2 
CAPITATION  PRICE  INDEX 


Countv 

Year 

1 

Year 

■  2 

Year 

3 

Year 

4 

Year 

5 

/ear 

6 

Apache 

100. 

00 

102. 

80 

111. 

84 

124. 

71 

132. 

56 

140. 

89 

Cochise 

100. 

00 

119. 

06 

118. 

50 

136. 

93 

147. 

29 

158. 

14 

Coconi  no 

100. 

00 

90. 

80 

90. 

76 

114. 

77 

121 . 

82 

132. 

28 

Gila 

100. 

00 

110. 

08 

112. 

33 

132. 

30 

140. 

07 

149. 

38 

Graham 

100. 

00 

103. 

00 

102. 

32 

116. 

04 

122. 

93 

127. 

92 

Greenlee 

100. 

00 

96. 

,97 

96. 

97 

116. 

51 

125. 

46 

135. 

42 

La  Paz 

100. 

.00 

106. 

.98 

112. 

50 

125. 

30 

134. 

72 

152. 

.13 

Maricopa 

100. 

,00 

104 

.20 

110. 

95 

146. 

57 

155. 

45 

167. 

26 

Mohave 

100. 

.00 

105 

.15 

105. 

44 

134. 

93 

146. 

92 

156. 

,85 

Navajo 

100, 

.00 

113 

.66 

114. 

28 

129. 

94 

139. 

53 

155, 

,44 

Pima 

100 

.00 

111 

.67 

112. 

.86 

147. 

,53 

157. 

,21 

168, 

.78 

Pinal 

100 

.00 

108 

.05 

111. 

.45 

117, 

.95 

126. 

.62 

136 

.99 

Santa  Cruz 

100 

.00 

114 

.34 

113, 

.94 

135, 

.46 

146, 

.45 

160 

.21 

Yavapai 

100 

.00 

103 

.11 

103 

.11 

120 

.35 

128, 

.81 

139 

.43 

Yuma 

100 

.00 

93. 

48 

96 

.42 

107 

.29 

115 

.40 

122 

.98 

Statewide 

100 

.00 

106 

.48 

110 

.44 

140 

.02 

149 

.12 

160 

.48 

50 


The  first--and  perhaps  most  important--trend  from  the  standpoint  of 
assessing  the  long-term  success  of  the  program  is  the  continued  lack  of 
entry  of  new  plans.    No  new  health  plans  have  entered  the  market  since 
Year  2  of  the  program. 

The  second  trend  is  toward  a  decrease  in  the  number  of  bidders  who  do 
not  receive  a  contract.    Every  plan  submitting  a  best  and  final  offer  for 
Year  6  of  the  program  received  a  contract  for  services.    Even  in  Maricopa 
and  Pima  Counties,  in  which  six  different  plans  submitted  bids,  every  plan 
won  a  contract. 

The  concern  from  an  economic  standpoint  is  that  the  lack  of  new 
entrants  and  the  fact  that  all  bidders  are  winners  will  move  the  AHCCCS 
program  away  from  a  mode  of  competition  and  toward  one  of  regulation.  It 
may  be  that  the  small  number  of  AHCCCS  eligibles  will  preclude 
participation  by  a  large  number  of  bidders,  so  that  one  may  never  have  a 
truly  competitive  system.    The  evidence  to  date  suggests  that  the  current 
system  is  more  similar  to  a  model  of  oligopoly,  which  has  a  few  providers 
in  the  market,  than  to  a  truly  competitive  model.     In  an  oligopoly,  each 
provider  may  wield  substantial  market  power.    If  this  is  the  model  that 
will  characterize  the  AHCCCS  program  in  the  long  run,  it  will  be  extremely 
important  for  the  state  to  continue  a  strong  regulatory  role  and  closely 
monitor  plan  efficiency,  costs,  and  the  quality  of  services  rendered  to 
beneficiaries.    The  threat  of  entry  by  competing  firms  is  generally  seen 
as  a  principal  influence  in  maintaining  prices  that  are  reasonably  close 
to  costs.    The  current  lack  of  entry  by  new  firms  therefore  generates  some 
cause  for  concern  and  underscores  the  importance  of  the  state's  role  in 
regulating  the  existing  providers. 

Lessons  Learned  Concerning  the  Bidding  Process 

A  number  of  lessons  can  be  learned  from  the  AHCCCS  experience  with 
respect  to  competitive  bidding.  First,  states  need  to  assess  carefully 
the  bid  categories  used  in  the  bid  process  and  the  geographic  area  over 
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which  bidding  will  occur.    The  possibility  of  adverse  selection  makes  the 
identification  of  the  appropriate  bid  categories  extremely  critical. 
Additionally,  the  potentially  small  numbers  of  eligibles  in  rural  areas 
and  the  resultant  small  numbers  of  bidders  in  those  areas  suggest  that 
states  may  want  to  consider  geographic  areas  other  than  the  county  for 
bidding  purposes. 

Second,  states  should  evaluate  alternative  means  of  setting  prices 
and  the  implications  the  different  methods  have  on  long-run  program  costs, 
on  plan  financial  performance,  on  the  number  of  plans  participating,  and 
on  the  capacity  of  the  plans  to  provide  a  sufficient  quantity  of 
services.    Although  paying  bid  prices  may  be  politically  more  acceptable 
than  the  use  of  other  methods,  such  as  market  clearing  prices,  long-run 
incentives  under  the  strategy  of  paying  bid  prices  may  increase  program 
costs.    AHCCCS  has  attempted  to  foster  competitive  pricing  by  using  an 
auto-assignment  algorithm  that  enrolls  a  higher  proportion  of  eligibles  in 
the  plans  that  bid  the  lowest  in  the  county  for  a  particular  rate  code 
category.    The  state  needs  to  award  a  sufficient  number  of  contracts  to 
ensure  adequate  capacity  and  to  provide  a  range  of  choices  for  program 
eligibles  without  greatly  escalating  program  costs. 

Third,  states  must  balance  the  desire  for  price  competition  against 
the  need  for  program  stability  in  setting  entry  requirements  for  bidders 
and  in  defining  the  criteria  for  bid  evaluation.    With  minimal  entry 
requirements,  there  is  a  risk  that  plans  will  go  bankrupt.  Conversely, 
strong  entry  requirements  may  limit  competition.    Entry  requirements  may 
also  be  related  to  the  bid  evaluation  criteria.    When  entry  requirements 
are  strong,  states  may  be  able  to  let  price  play  the  dominant  role  in 
identifying  winners  and  losers.    When  entry  requirements  are  minimal,  plan 
financial  and  organizational  criteria  may  need  to  play  a  stronger  role. 

Finally,  states  must  carefully  consider  the  appropriate  length  of  the 
contract  period.    When  the  AHCCCS  program  began,  state  law  required  that 
bidding  take  place  at  least  every  2  years.    This  has  since  been  changed  to 
every  4  years.    Longer  contract  periods  may  increase  program  stability; 
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however,  long-term  contracts  may  also  reduce  competition  in  the  program. 
New  firms  may  find  that  the  cost  of  developing  competitive  proposals  do 
not  warrant  the  effort.    Additionally,  if  the  medical  care  price  index  or 
some  other  index  is  used  to  adjust  capitation  rates  between  bid  processes, 
the  rates  themselves  are  no  longer  competitively  determined,  and  the 
program  becomes  one  of  regulation  rather  than  competition. 

Eligibility,  Enrollment,  and  Marketing 
Eligibility  and  Enrollment 

In  a  prepaid  program,  eligibility  determination,  enrollment,  and 
marketing  are  critical  areas  of  operation  that  must  be  carefully 
coordinated  and  closely  linked.    Information  systems  must  be  in  place  to 
track  member  eligibility  and  plan  enrollment  status,  and  consistent, 
up-to-date  enrollment  information  must  be  available  for  membership 
verification.    Successful  enrollment  of  members  in  health  plans  is  crucial 
because  it  marks  the  beginning  of  plan  responsibility  for  delivery  of  care 
to  the  members  and  it  forms  the  basis  for  capitation  payments  to  the 
plans. 

Eligibility  for  the  AHCCCS  program  is  extended  to  all  categorically 
eligible  groups  under  Medicaid  and  to  noncategorically  eligible  people 
deemed  to  be  medically  indigent  (MI)  or  medically  needy  (MN).    The  federal 
government  provides  matching  funds  for  the  cost  of  caring  for  categorical 
eligibles,  but  the  AHCCCS  program  bears  the  full  cost  of  MI/MNs.  Arizona 
does  not  participate  in  the  federal  medically  needy  program.  Recipients 
of  Aid  to  Families  with  Dependent  Children  (AFDC)  and  Supplemental 
Security  Income  (SSI)  are  categorically  eligible,  and  AHCCCS  eligibility 
follows  automatically  from  eligibility  for  these  cash  grants.  Eligibility 
standards  for  categorical  eligibles  are  set  by  the  AFDC  and  SSI  programs. 
Noncategorical  eligibility  for  MI/MNs  is  based  on  income  and  assets  net  of 
medical  expenses. 
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In  AHCCCS,  eligibility  responsibilities  are  shared  among  the 
counties,  AHCCCS  staff,  the  State  Department  of  Economic  Security  (DES), 
and  the  Social  Security  Administration  (SSA).    Eligibility  determination 
for  AFDC  and  SSI  members  is  handled  by  the  state  Department  of  Economic 
Security  and  the  Social  Security  Administration,  respectively.    DES  also 
determines  eligibility  for  SOBRA  and  for  Eligible  Assistance  to  Children 
(part  of  the  State  Children's  Program).  The  Arizona  counties  determine 
eligibility  for  MI/MN  and  for  Eligible  Low  Income  Children  (another  part 
of  the  State  Children's  Program),  using  uniform  statewide  eligibility 
criteria. 

Enrollment  is  the  process  by  which  an  eligible  person  selects  or  is 
assigned  to  a  provider  plan.    Unlike  eligibility  determination,  enrollment 
is  a  direct  responsibility  of  the  AHCCCS  program. 

Enrollment  in  AHCCCS  plans  occurs  on  an  ongoing  basis  as  new  people 
are  determined  to  be  eligible.    Categorical  eligibles  are  referred  to  an 
AHCCCS  enrollment  site  by  SSA  or  DES  eligibility  workers.    There,  they  are 
given  a  description  of  each  health  plan  and  asked  to  choose  a  plan.  Those 
individuals  who  do  not  choose  a  plan  are  sent  a  reminder  letter;  if  they 
still  fail  to  make  a  choice,  they  are  assigned  automatically  to  a  plan. 

The  above  enrollment  procedures  applied  to  the  MI/MN  population  until 
May  1984.    At  that  time,  an  auto-assignment  procedure  was  instituted 
whereby  the  county  eligibility  worker  provides  the  member  information  by 
telephone  to  AHCCCS  and  the  member  is  then  automatically  assigned  to  a 
plan.    Plans  with  the  lowest  rates  in  the  county  receive  the  highest 
proportion  of  assignments. 

An  open-enrollment  period  is  also  held  at  the  end  of  each  program 
year.    At  that  time,  all  AHCCCS  members  are  permitted  to  change  the  plans 
in  which  they  are  enrolled.    During  the  first  open  enrollment, 
approximately  23%  of  AHCCCS  enrollees  chose  to  switch  plans.  During 
'  subsequent  open  enrollments,  the  number  switching  plans  ranged  from  about 
5%  to  8%. 
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Some  of  the  most  serious  problems  during  the  first  18  months  of 
AHCCCS  occurred  in  eligibility  determination  and  enrollment.    The  division 
of  responsibility  between  the  counties,  the  Department  of  Economic 
Security,  the  Social  Security  Administration,  and  the  AHCCCS  program 
created  a  number  of  operational  difficulties.    The  multiple  parties 
involved,  time  lags  in  the  eligibility  determination  and  enrollment 
processes,  and  inadequate  communication  links  were  obstacles  to  successful 
coordination  between  the  eligibility  and  enrollment  activities.    As  a 
result,  there  was  a  significant  chance  that  some  or  all  of  the  parties 
would  have  different  information  regarding  an  individual's  status  at  a 
given  time.    This  situation  then  caused  confusion  as  to  whether  a 
potential  member  was  eligible  and  enrolled,  and  who  was  responsible  for 
providing  and  paying  for  services.    Delays  in  enrollment  also  contributed 
to  large,  unanticipated  fee-for-service  expenditures  because  providers 
were  reimbursed  on  a  capped  fee-for-service  basis  for  services  to  eligible 
persons  before  their  enrollment  in  a  plan. 

There  were  major  problems  in  implementing  MI/MN  eligibility 
determination  during  the  first  18  months  of  AHCCCS.    These  problems  were 
associated  with  the  limited  time  available  to  the  counties  to  adapt  their 
programs  to  the  new  procedures  before  the  implementation  of  AHCCCS,  the 
complexity  of  the  determination  procedures,  confusion  about  guidelines, 
and  coordination  difficulties  between  AHCCCS  and  the  15  independent  county 
eligibility  departments.    There  were  long  delays  in  completing  MI/MN 
eligibility  determinations,  particularly  at  the  beginning  of  the  program 
when  the  determinations  had  to  be  made  for  all  MI/MNs  at  the  same  time. 
Problems  also  resulted  from  the  conflicts  of  interest  between  the  counties 
and  AHCCCS,  since  increased  enrollment  in  AHCCCS  reduced  the  cost  of 
ongoing  county  indigent-care  responsibilities  but  increased  the  cost  of 
AHCCCS. 

Eligibility  determination  and  enrollment  of  MI/MNs  also  created 
special  problems  since  MI/MNs  often  become  eligible  when  they  are  sick 
and,  therefore,  may  need  services  before  they  are  enrolled  in  a  capitated 
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plan.    As  a  result,  the  MI/MN  population  created  a  large  fee-for-service 
liability  for  AHCCCS. 

Most  of  the  critical  eligibility  and  enrollment  problems  were 
resolved  by  the  end  of  the  second  program  year.    The  MI/MN  eligibility 
criteria  were  simplified,  and  more  rigorous  documentation  and  verification 
procedures  were  put  into  place.    The  time  frames  for  MI/MN  eligibility 
determination  were  reduced.    Eligibility  data  interface  problems  between 
AHCCCS,  DES,  and  SSI  were  successfully  resolved.    Time  frames  for  plan 
enrollment  were  reduced,  and  improved  information  systems  were  put  into 
place  linking  the  various  parties  involved  in  eligibility  and  enrollment. 

AHCCCS's  fee-for-service  liability  was  significantly  reduced  by 
limiting  the  retroactive  coverage  of  emergency  services,  and  by 
automatically  assigning  MI/MN  eligibles  to  a  plan  immediately  upon 
eligibility  determination.    This  auto-assignment  process  also  ensured  that 
members,  plans,  counties,  and  AHCCCS  all  had  consistent  information 
regarding  the  individual's  enrollment  status.    However,  this  improvement 
was  made  at  the  expense  of  reduced  freedom  of  choice  for  MI/MNs.  In 
addition,  auto-assignment  can  have  adverse  financial  effects  for  the  plans 
if  they  become  responsible  for  MI/MN  members  at  the  time  they  are  using 
services.    To  counter  these  effects,  AHCCCS  adopted  a  "deferred  liability" 
policy  in  which  the  state  agreed  to  pay  for  the  initial  costs  of  services 
for  preexisting  conditions  on  a  fee-for-service  basis. 

Marketing  and  Outreach 

Marketing  activities  are  conducted  by  individual  plans  to  encourage 
AHCCCS  eligibles  to  select  them.    During  the  first  program  year,  the  plans 
engaged  in  little  or  no  marketing  activity,  since  their  efforts  were 
focused  primarily  on  preparing  their  bids,  establishing  their  service 
networks,  and  implementing  their  operating  structure.    However,  marketing 
activities  picked  up  dramatically  during  the  first  annual  open  enrollment, 
when  all  members  were  given  the  opportunity  to  change  the  plan  in  which 
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they  were  enrolled.    At  that  time,  the  plans  were  allowed  a  significant 
amount  of  freedom  in  implementing  their  marketing  efforts.    Other  than 
requiring  prior  state  approval  of  marketing  materials  and  prohibiting 
direct  solicitation  within  50  feet  of  enrollment  and  eligibility  sites, 
plans  were  free  to  engage  in  a  wide  range  of  promotional  activities. 
Plans  used  printed  material,  television,  public  meetings,  direct 
solicitation,  cookouts,  etc.,  leading  to  a  very  high  public  profile  of  the 
open-enrollment  process.    This  freedom  in  plan  marketing  led  to  a  number 
of  alleged  abuses.    Overall,  however,  the  state  felt  that  there  had  been 
no  major  marketing  violations. 

In  subsequent  years,  the  state  acted  to  reduce  the  overall  scope  and 
profile  of  marketing  activities.    Restrictions  were  placed  on  media 
advertising  and  on  door-to-door  solicitation.    As  the  program  matured,  the 
plans  reduced  their  marketing  activities  significantly.    The  marketing 
emphasis  of  the  plans  centered  more  around  the  delivery  of  health  care 
services  and  the  marketing  of  their  physician  lists  than  on  elaborate 
media  or  other  promotional  activities. 

In  addition  to  the  plans'  marketing  activities,  the  state  has 
conducted  a  program  of  member  outreach  from  the  start  of  the  program. 
This  effort  has  included  workshops  and  presentations,  distribution  of 
printed  material,  direct  mail,  and  use  of  public  service  announcements  on 
broadcast  media.    The  outreach  program  has  been  particularly  active  during 
the  open-enrollment  periods,  to  inform  AHCCCS  members  of  the  process  and 
the  steps  they  need  to  take  to  make  an  enrollment  choice. 


Lessons  Learned  Concerning  Eligibility.  Enrollment,  and  Marketing 

Overall,  the  problems  in  eligibility  and  enrollment  were  a  major 
source  of  difficulties  early  in  the  implementation  of  AHCCCS.    They  led  to 
increased  cost;  diverted  attention  from  other  features  of  AHCCCS  that 
needed  implementation,  such  as  encounter  data  and  quality  assurance 
procedures;  and  created  tensions  among  counties,  DES,  the  state  AHCCCS 
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office,  and  providers.    Minimizing  problems  in  this  area  is  critical  to 
the  success  of  a  prepaid  program.    In  this  regard,  the  AHCCCS  experience 
provided  important  lessons  for  future  programs. 

First,  in  a  capitated  program,  it  is  especially  important  that 
enrollment  of  members  into  health  plans  be  accomplished  in  a  timely 
fashion  and  communicated  rapidly  to  the  concerned  parties.  Consequently, 
the  eligibility  and  enrollment  process  should  be  designed  to  minimize  time 
lags  and  handling  by  multiple  parties.    This  approach  will  minimize 
confusion  regarding  member  status  and  the  resulting  problems  in  the 
delivery  and  financing  of  care.    Effective  communication  links  and  on-line 
information  systems  are  also  needed  to  ensure  that  all  parties  involved  in 
the  eligibility  and  enrollment  process  have  ready  access  to  unambiguous, 
up-to-date,  and  consistent  information  on  member  status  at  all  times. 

Second,  special  attention  in  the  design  of  an  eligibility  and 
enrollment  system  must  be  given  to  those  eligibility  groups  who  tend  to  be 
high  users  of  medical  services  at  the  time  of  their  initial  program 
eligibility,  such  as  the  AHCCCS  MI/MNs.    The  system  design  should  reflect 
careful  planning  of  how  to  handle  financial  responsibility  for  needed 
medical  services  at  the  time  of  enrollment,  how  to  resolve  logistical 
problems  if  enrollees  are  given  freedom  of  choice,  what  the  best  division 
of  responsibility  is  for  the  eligibility  and  enrollment  tasks,  and  what 
are  the  most  appropriate  time  frames  to  specify  for  the  process. 

Finally,  clear  marketing  guidelines  should  be  established  and 
marketing  activities  should  be  closely  monitored  to  ensure  that  fraudulent 
or  abusive  practices  are  not  pursued. 

Quality  Assurance  and  Member  Satisfaction 

Quality  assurance  and  member  satisfaction  are  especially  important  in 
a  system  like  AHCCCS,  which  proposes  fundamental  changes  in  the  way  health 
care  services  are  del ivered--changes  that  involve  reduced  beneficiary 
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freedom  of  choice  and  altered  provider  incentives.    Quality  assurance  and 
nember  satisfaction  activities  were  minimal  during  the  first  18  months  of 
the  AHCCCS  program.    During  the  first  program  year,  quality  assurance 
activities  began  to  be  developed  to  monitor  quality  through  medical  audits 
of  the  plans  and'  reviews  of  plan  quality  assurance  procedures.    3y  the 
fourth  program  year,  attention  was  also  being  given  to  grievance  and 
appeals  monitoring.    This  section  examines  the  activities  of  the  AHCCCS 
Administration  to  assure  quality  of  care  and  member  satisfaction. 

Quality  Assurance 

The  quality  assurance  activities  of  the  AHCCCS  program  are  conducted 
within  the  Office  of  the  Medical  Director.    They  are  realized  primarily 
through  monitoring  activities  and  through  an  annual  qual ity-of-care 
audit.    AHCCCS  also  sponsors  educational  programs  (such  as  an  annual 
Quality  Assurance/Utilization  Review  Seminar)  and  holds  regional  and 
statewide  quality  assurance  coordinator  networking  meetings. 

Monitoring  Activities 

AHCCCS  monitors  the  individual  health  plans'  quality  assurance 
systems  by  reviewing  their  quality  assurance  plans,  study  topics,  and 
quarterly  reports,  and  by  conducting  site  visits.    Each  plan  is  required 
to  have  an  approved  quality  assurance  plan,  conduct  at  least  two  quality 
assurance  studies  annually,  and  submit  quarterly  quality  assurance  reports 
to  AHCCCS. 

All  plans  are  required  to  submit  a  list  of  topics  for  their  quality 
assurance  studies.    Past  studies  have  covered  topics  such  as  medical 
record  documentation  of  immunizations;  morbidity  and  mortality;  diagnosis- 
specific  audits  of  urinary  tract  infections,  influenza,  pneumonia,  low 
back  pain,  hypertension,  childhood  asthma;  high-risk  pregnancy  and 
neonatal  audits;  and  EPSDT  compliance  audits. 
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AHCCCS  places  considerable  importance  on  the  plans'  quality  assurance 
activities,  and  the  result  has  been  an  increased  standardization  of  these 
activities.    The  health  plans  are  generally  responsive  to  the  AHCCCS 
quality  assurance  requirements,  and  some  of  the  plans  are  attempting  to 
conduct  more  sophisticated  quality  assurance  studies  by  attempting  to 
incorporate  outcome  as  well  as  process  measures. 

Through  ongoing  monitoring  of  encounter  data,  AHCCCS  attempts  to 
identify  potential  areas  of  inappropriate  utilization  of  services  and 
refer  them  to  appropriate  sources  for  correction.    A  limitation  in  this 
process  has  been  a  lack  of  high-quality  encounter  data.    As  encounter  data 
improve,  more  extensive  monitoring  could  identify  the  most  important  care 
issues,  which  could  then  be  addressed  in  the  annual  medical  audit  or  in 
the  plan  audits.    AHCCCS  also  monitors  the  plans  by  approving  their 
internal  utilization  review  plans,  by  providing  on-site  technical 
assistance  to  the  plans,  and  by  auditing  the  utilization  review  process. 

Medical  Audits 

AHCCCS  conducts  annual  qual ity-of-care  audits  of  the  medical  services 
provided  through  its  prepaid  health  plans.    The  audits  are  conducted  by 
the  Accreditation  Association  for  Ambulatory  Health  Care  under  contract  to 
AHCCCS.4   AHCCCS  initiates  corrective  action  based  on  the  audit  results. 

From  year  to  year  the  AHCCCS  audits  have  maintained  similar  structure 
and  procedures.    The  fifth-year  audit  consisted  of  five  parts:    the  AHCCCS 
medical  review  (20  process-oriented  elements,  2  of  which  were  subjective), 
provider  site  evaluations  (17  structure-oriented  elements),  hypertension 
treatment  evaluation  (15  elements),  otitis  media  treatment  evaluation  (11 
elements),  and  recurrent  childhood  asthma  treatment  evaluation  (12 
elements).    The  EPSDT  review  conducted  in  previous  years  was  eliminated 
from  the  fifth-year  audit  because  the  program  had  an  ongoing  monitoring 
system  in  place  for  EPSDT  services. 
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Our  previous  evaluations  of  AHCCCS  quality  assurance  activities  have 
indicated  that  additional  attention  might  be  given  to  more  scientific 
sampling  tecnniques,  to  the  clinical  validity  of  criteria,  and  to 
weighting  ana  other  statistical  techniques  that  might  help  make  the 
analyses  more  valid  and  more  meaningful  to  providers.  These 
considerations  notwithstanding,  AHCCCS  probably  does  more  than  any  other 
state  Medicaid  program  in  the  area  of  quality  assurance. 

Member  Satisfaction 

Effective  grievance  procedures  and  mechanisms  for  monitoring  member 
satisfaction  can  be  important  adjuncts  to  quality  assurance  activities. 
AHCCCS  rules  and  regulations  provide  for  a  grievance  and  appeals  process 
at  both  the  AHCCCS  and  plan  levels.    Provider  contracts  outline  grievance 
standards  and  minimum  requirements  of  the  plan's  grievance  process.  The 
plans  submit  quarterly  grievance  reports.    In  1987,  a  total  of  865  member 
grievances  and  998  provider  grievances  were  reported  by  the  plans. 

Member  satisfaction  can  be  measured  indirectly  by  examining  data  on 
members  choosing  to  switch  plans  during  the  open-enrollment  period  or 
directly  through  surveys  of  AHCCCS  enrollees.    Over  the  past  3  years, 
about  6%  of  AHCCCS  members  have  voluntarily  switched  plans  during  the 
open-enrollment  period  (7%  in  1985,  5%  in  ,1986,  and  6%  in  1987). 

AHCCCS  has  conducted  surveys  each  year  since  1984  of  members  who 
switched  plans.    Various  data  collection  methods  were  used,  including 
phone  surveys,  self-administered  questionnaires,  and  interviews.  Although 
these  surveys  are  potentially  useful  in  identifying  large-scale  indicators 
of  member  dissatisfaction,  the  surveys  do  not  measure  member  satisfaction 
directly  because  they  focus  only  on  plan  switchers. 

In  1983,  the  program  conducted  a  general  member  satisfaction  survey 
in  Maricopa  County.    The  study  found  that  76%  of  AHCCCS  enrollees  were 
satisfied  with  the  health  services  they  had  received  from  AHCCCS. 
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However.  71%  reported  that  they  did  not  know  how  to  make  a  complaint  about 
the  medical  care  provided  them.    AHCCCS  has  not  conducted  a  member 
satisfaction  survey  since  that  time. 

Evaluation  of  AHCCCS  Quality  and  Satisfaction  Activities 

AHCCCS  should  be  commended  for  its  current  quality  assurance 
activities.    Compared  with  other  states,  it  has  a  better-developed  system, 
especially  with  respect  to  its  review  of  ambulatory  care.    However,  in  a 
capitated  program,  quality  assurance  activities  take  on  a  special 
importance  because  they  need  to  reflect  a  special  sensitivity  to  the 
potential  for  underutil ization  of  services. 

Of  the  activities  mentioned  above,  the  medical  audit  is  central  to 
the  AHCCCS  quality  assurance  activities.    Although  some  methodological 
refinements  to  improve  the  sampling  and  analyses  could  be  made,  AHCCCS  has 
been  successful  in  its  efforts  to  study  the  process  of  care  delivery, 
initiate  feedback,  and  stimulate  corrective  action. 

Results  from  the  medical  audits  clearly  indicate  improved 
documentation  of  care  in  the  medical  record  over  the  review  periods. 
However,  it  is  not  clear  whether  the  actual  quality  of  care  being 
delivered  has  improved  or  just  the  documentation  of  care.    Because  of 
inherent  limitations  of  process-oriented  qual ity-of-care  studies,  some 
consideration  should  be  given  to:  (1)  monitoring  member  satisfaction  more 
closely  and  (2)  using  encounter  data  to  identify  and  improve  quality. 

AHCCCS  should  again  consider  conducting  a  member  satisfaction  survey 
among  the  entire  AHCCCS  population.    The  incentive  under  AHCCCS  to  limit 
the  utilization  of  services  and  the  vulnerability  of  the  indigent 
population  as  consumers  warrant  increased  attention  to  this  issue  on  a 
programwide  level.    Although  implementation  of  a  well-designed  and 
independently  administered  survey  of  general  population  members  will 
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undoubtedly  be  costly,  it  is  an  important  source  of  information  regarding 
serious  programwide  problems  that  cannot  otherwise  be  identified. 

Efforts  to  improve  encounter  data  quality  so  that  they  can  be  used  to 
monitor  quality  of  care  should  also  be  considered.    Encounter  data  can  be 
used  to  highlight  inappropriate  levels  of  utilization  for  a  broad  range  of 
services  that  would  not  be  feasible  to  assess  through  chart  review  alone. 
The  new  Quality  Assurance/Utilization  Review  subsystem  of  the  PMMIS  will 
have  the  capability  to  produce  statistical  profiles  of  utilization  by 
plan,  provider,  member,  and  service,  and  will  be  capable  of  flagging 
potential  underutil ization  or  misuse  of  services.    AHCCCS  should  pay 
careful  attention  to  laying  out  how  best  to  use  this  system  (including 
improving  the  data  input  into  it)  to  support  and  encourage  the  delivery  of 
high-quality  medical  care  by  AHCCCS  providers. 


Lessons  Learned  Concerning  Quality  Assurance  and  Member  Satisfaction 

Prepaid  programs  like  AHCCCS  must  have  procedures  in  place  to  assure 
that  members  receive  adequate  care  and  that  they  are  satisfied  with  the 
care  received.    Such  procedures  are  more  essential  in  prepaid  than  in 
fee-for-service  Medicaid  programs  because  the  former  introduces  changes  in 
provider  incentives  that  could  result  in  underutil ization.    To  adequately 
assure  quality  of  care  and  member  satisfaction,  programs  like  AHCCCS  must 
have  procedures  in  place  at  both  the  state  and  plan  levels. 

States  implementing  a  prepaid  program  must  adopt  a  regulatory  and 
continuing  enforcement  role  to  assess  quality  and  satisfaction  directly 
and  to  ensure  that  plans  have  systems  in  place  to  maintain  quality  and 
satisfaction.    Both  periodic,  in-depth  audits  and  routine  monitoring 
systems  should  be  used.    The  medical  and  satisfaction  audits  should  be 
carefully  designed  and  executed  and  the  results  followed  up  with 
corrective-action  plans.    Routine  monitoring  should  be  based  on  the 
state's  management  information  system,  but  using  the  MIS  requires  that 
data  input  to  this  system  be  of  high  quality. 
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31  an  Financial  Performance 


AHCCCS  contracts  with  prepaid  health  plans  for  the  delivery  of 
medical  services  to  program  eligibles.    The  finance1  'rovndness  and 
viability  of  the  plans  are  critical  to  the  success  of  the  AHCCCS 
demonstration.    Prepaid  capitated  financing  creates  strong  incentives  >r 
plans  to  control  costs.    Because  plans  bid  competitively  for  the  pri\  ege 
of  providing  services  to  AHCCCS  eligibles,  the  program  also  has  incentives 
to  keep  prices  low.    Since  plan  profitability  is  represented  by  the 
difference  between  prices  received  for  services  and  costs  incurred  in 
providing  those  services,  unless  prices  exceed  costs,  plans  will  not  be 
viable  financial  entities  in  the  long  run.-  This  is  particularly  true  in 
the  AHCCCS  program  since  many  plans  do  not  provide  services  to  enroll ees 
other  than  AHCCCS  eligibles  and  thus  cannot  make  up  for  financial  losses 
on  one  group  with  profits  on  another. 

To  maintain  financial  stability  in  a  program  like  AHCCCS,  the  state 
performs  two  primary  functions:  (1)  it  establishes  minimum  financial 
standards  that  by  participating  plans  must  meet,  and  (2)  it  develops  and 
implements  methods  to  monitor  the  financial  status  and  fiscal  solvency  of 
the  participating  plans.    During  the  first  18  months  of  AHCCCS  operations, 
little  attention  was  paid  to  either  of  these  functions. 

To  attract  plans  to  the  program,  AHCCCS  initially  imposed  few 
financial  requirements  on  participating  plans  and  did  not  closely  monitor 
plan  financial  performance.    However,  within  2  years  of  being  set  up,  some 
plans  began  experiencing  financial  difficulties.    This  problem  led  to 
increased  involvement  by  the  state  in  establishing  standards  and 
monitoring  plan  performance.    Activities  conducted  by  the  state  during  the 
second  18  months  included  development  and  implementation  of  plan  financial 
reporting  requirements,  audits  of  plan  financial  records,  detailed 
monitoring  of  plans  experiencing  financial  difficulties,  and  providir.  "or 
the  orderly  transition  of  program  enrollees  from  bankrupt  plans  to  oth 
participating  plans. 
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During  the  fourth  and  fifth  program  years,  the  plan  monitoring 
function  became  institutionalized  within  AHCCCS.    Some  oversight 
activities  (e.g.,  required  financial  reporting)  increased  in  scope. 
AHCCCS  officials  built  on  their  experience  developed  in  the  first  3  years 
of  the  program  to  refine  their  capabilities  to  identify  and  resolve 
problems  related  to  plan  financial  status. 

This  section  of  the  report  provides  an  overview  of  plan  financial 
performance  during  the  first  5  years  of  the  AHCCCS  program.    We  first 
describe  the  data  sources  used  to  assess  plan  financial  performance. 
Second,  we  discuss  the  results  of  our  analysis  of  plan  performance. 
Third,  we  describe  the  problems  faced  by  the  plans  that  experienced 
financial  difficulties.    Fourth,  we  discuss  the  impact  of  programmatic 
changes  on  plan  financial  performance.    Finally,  we  summarize  lessons 
learned  from  the  AHCCCS  experience. 


Data  Sources 

The  main  data  sources  used  to  evaluate  plan  financial  performance 
were  the  audited  financial  statements  and  other  financial  reports 
submitted  to  AHCCCS  by  participating  plans  in  response  to  program 
reporting  requirements.    During  the  first  year  of  the  program,  a  set  of 
plan  financial  reporting  requirements  were  developed  by  MSGI.    Most  AHCCCS 
plans,  however,  did  not  submit  the  required  financial  reports.    Ernst  & 
Whinney,  as  subcontractor  to  MSGI,  conducted  limited  financial  reviews  of 
selected  plans  during  the  first  program  year.    No  direct  action  was  taken 
as  a  result  of  the  reviews. 

In  April  1984  (18  months  into  the  program),  AHCCCS  initiated  major 
efforts  to  collect  required  financial  data  for  the  first  2  years  of  the 
program.    AHCCCS  also  retained  Peat,  Marwick,  Mitchell  &  Co.  (PMM)  to 
conduct  financial  and  compliance  reviews  of  all  AHCCCS  plans.  In 
addition,  the  AHCCCS  Office  of  Audits  and  Compliance  (now  the  Office  of 
Program  Compliance  and  Review)  also  attempted  to  provide  technical 
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assistance  to  plans  to  improve  their  financial  planning  and  analysis 
capabilities.    Starting  in  April  1984,  the  plans'  submission  of  financial 
reports  increased  substantially. 

Financial  Performance  of  AHCCCS  Plans 

The  financial  performance  of  participating  AHCCCS  plans  was  evaluated 
according  to:    (1)  plan  solvency,  (2)  plan  profitability,  and  (3)  plan 
cost  experience  by  category  of  eligibility.    To  assess  plan  financial 
solvency  and  profitability,  a  variety  of  financial  measures  and  ratios 
were  analyzed.    The  financial  experience  of  each  plan  was  also  analyzed  by 
category  of  eligibility. 

Plan  Solvency 

Solvency  refers  to  the  ability  of  the  plan  to  meet  its  financial 
obligations  as  they  become  due.    To  ensure  the  continued  delivery  of 
health  services  to  AHCCCS  eligibles,  it  is  necessary  that  AHCCCS  plans 
have  sufficient  operating  funds  to  pay  debts  promptly.    Two  important 
criteria  for  evaluating  the  solvency  of  a  prepaid  health  plan  are: 
(1)  income  should  be  adequate  to  meet  expenses  as  they  are  presented  for 
payment,  and  (2)  the  plan  should  be  able  to  terminate  operation  at  any 
time,  liquidate  assets,  and  pay  off  all  liabilities.    To  evaluate  the 
financial  soundness  of  each  plan,  financial  statements  were  reviewed,  key 
liquidity  measures  were  analyzed  (i.e.,  current  ratio,  quick  ratio,  cash 
and  investments  to  claims  payable),  and  other  indicators  of  the  adequacy 
of  the  financial  resources  to  satisfy  the  financial  obligations  of  each 
plan  were  examined  (i.e.,  equity  to  assets,  equity  per  enrollee,  assets 
per  enrollee,  and  days  of  claims  outstanding). 

During  the  first  36  months  of  AHCCCS  program  operations,  there  was 
substantial  variation  in  the  measures  of  financial  solvency  across 
participating  plans.    Most  plans  remained  in  satisfactory  condition  with 
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respect  to  plan  solvency.    However,  four  plans  experienced  serious 
financial  problems  during  the  first  3  years  of  AHCCCS.    For  virtually 
every  measure  of  plan  solvency,  these  four  plans  reported  extremely  weak 
results.    As  discussed  below,  two  of  these  plans  went  bankrupt  (Health 
Care  Providers  and  Western  Sun),  one  plan  went  into  Chapter  11  (AP/IPA), 
and  the  other  plan  had  its  AHCCCS  contract  withdrawn  (El  Rio  Santa  Cruz). 

During  the  fourth  program  year,  three  plans  demonstrated  weak 
financial  performance:    APCI,  AP/IPA,  and  Dynamic  Health  Services.  APCI 
was  sold  to  Lincoln  National  Insurance  Company,  and  Mercy  Care  Plan  took 
over  the  AHCCCS  contract  for  Dynamic  Health  Services.    The  new  owners  of 
these  plans  were  expected  to  provide  increased  financial  stability  and 
resources  to  the  program.    Because  of  large  losses  and  other  factors, 
Lincoln  National  withdrew  its  bid  in  the  sixth-year  bidding  process. 
Mercy  Care  Plan  continued  in  the  program  for  the  sixth  year. 

After  4  years  of  losses,  AP/IPA  showed  a  small  profit  for  the  fifth 
program  year.    In  addition,  the  new  owners  of  the  plan  have  demonstrated 
that  they  will  provide  financial  support  to  the  plan,  if  necessary.  Thus, 
although  not  completely  resolved,  the  solvency  status  of  AP/IPA  has 
improved  substantially. 

The  other  plans  participating  in  AHCCCS  appeared  to  be  in  adequate 
financial  condition  at  the  end  of  the  fifth  program  year.    In  addition, 
the  plans  with  the  weakest  financial  performance  all  have  financial 
backers  with  substantial  resources. 


Plan  Profitability 

A  strong  earnings  record  increases  a  plan's  overall  financial 
strength.    The  overall  financial  success  of  the  AHCCCS  plans  was  evaluated 
in  terms  of  the  plans'  ability  to  generate  profits  for  profit-making  plans 
or  to  contribute  to  reserves  for  nonprofit  plans.    Data  from  audited 
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annual  reports  and  quarterly  financial  statements  submitted  to  AHCCCS  were 
used  to  determine  revenues,  expenditures,  and  net  income. 

During  the  first  3  years  of  AHCCCS,  profitability  varied 
significantly  across  plans.    Most  plans  suffered  losses;  only  a  few 
generated  net  profits.    Lack  of  plan  profitability  was  a  major  cause  for 
concern  since  it  could  have  had  a  serious  impact  on  plan  solvency  in 
future  years. 

In  the  fourth  year  of  the  program,  9  of  15  participating  AHCCCS  plans 
(60%)  made  a  profit.    Eleven  of  14  plans  (79%)  showed  a  profit  in  the 
fifth  program  year.    Compared  with  the  first  3  years  of  the  program,  it 
appears  that  plan  profitability  was  substantially  higher  in  Years  4  and 
5.    However,  even  in  the  fifth  year,  most  plans  were  only  marginally 
profitable,  with  some  continuing  to  experience  small  losses.    The  level  of 
plan  profitability  continues  to  be  a  cause  for  concern. 

Plan  Cost  Experience  bv  Category  of  Eligibility 

Cost  experience  by  category  of  eligibility  was  examined  to  determine 
whether  plans  were  making  profits  on  one  category  of  eligibles  while 
sustaining  losses  on  other  categories.5    An  "adjusted  per  capita  cost" 
was  computed  using  plan  data  by  eligibility  category.    The  adjusted  per 
capita  cost  was  the  sum  of  the  per  capita  medical  service  costs,  per 
capita  administrative  costs,  and  other  per  capita  costs  (reinsurance, 
etc.).    Reported  costs  for  the  period  by  category  were  divided  by  the 
number  of  member-months  for  conversion  to  a  per  member  per  month  basis. 

These  costs  were  then  adjusted  to  reflect  offsetting  recoveries  from 
Medicare  and  other  third-party  payers,  copayments  made  by  beneficiaries, 
reinsurance  monies  received  from  the  state  and  other  third  parties,  and 
any  separate  fee-for-service  revenues  received  by  the  plans. 
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Cross-subsidization  refers  to  a  plan  making  profits  on  one  or  more 
eligibility  categories  while  sustaining  losses  on  other  eligibility 
categories.    Related  to  the  issue  of  cross-subsidization  within  a  plan  is 
whether  the  pattern  of  profits  or  losses  by  category  is  random  across 
plans  (i.e.,  for  each  category,  some  plans  make  profits  and  some  plans 
have  losses),  or  whether  there  is  a  systematic  pattern  of 
cross-subsidization  across  plans  (i.e.,  most  plans  incur  losses  for  one  or 
more  categories  and  make  profits  on  others). 

During  the  first  3  years  of  AHCCCS  program  operations,  most  plans 
suffered  significant  losses  on  the  MI/MN  category  and  made  small  profits 
on  the  federally  qualified  categories  (AFDC  and  SSI).    In  the  fourth  ana 
fifth  years,  this  pattern  changed.    Most  plans  made  a  small  profit  on  the 
MI/MN  category  and  broke  even  or  suffered  a  small  loss  on  the  AFDC  and  SSI 
categories.    This  was  due  primarily  to  an  increase  in  MI/MN  capitation 
rates  paid  to  the  plans. 


Plans  That  Fxperienced  Financial  Pmhlpms 

Over  the  first  5  years  of  the  program,  there  were  a  number  of  changes 
in  participating  plans.    Most  of  the  plans  that  were  awarded  contracts  in 
the  first  year  of  AHCCCS  were  newly  formed  prepaid  health  plans  that  had 
been  founded  specifically  to  bid  on  AHCCCS.    With  such  a  large  number  of 
new  plans,  a  "sorting-out"  process  would  be  expected  among  the  plans 
(e.g.,  some  plans  would  thrive,  while  others  would  experience  financial 
problems  and  others  would  fail). 

As  noted  above,  six  AHCCCS  plans  experienced  serious  financial 
problems  during  the  first  5  years  of  the  program.    Two  AHCCCS  plans 
(Western  Sun  and  Health  Care  Providers)  sought  protection  under  Chapter  7 
of  the  bankruptcy  laws.    AHCCCS  implemented  procedures  for  the  orderly 
transfer  of  program  eligibles  enrolled  in  these  plans  to  other 
participating  plans.    Western  Sun  and  Health  Care  Providers  were 
eventually  liquidated  and  no  longer  exist. 
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Four  AHCCCS  plans  were  involved  in  mergers  and  acquisitions.  Mercy 
Care  Plan  acquired  the  AHCCCS  contracts  of  El  Rio  Santa  Cruz  and  Dynamic 
Health  Services,  two  plans  that  experienced  financial  difficulties. 
AP/IPA  filed  for  protection  under  Chapter  11  of  the  bankruptcy  laws.  This 
plan  was  reorganized  and  emerged  from  Chapter  11  after  being  sold  to  new 
owners  and  given  new  management.    APCI  was  sold  to  Lincoln  National 
Insurance  Company. 

Thus,  a  "sorting-out"  process  did  occur  among  the  participating  plans 
during  the  first  5  years  of  AHCCCS  program  operations.    Over  the  same 
period,  however,  other  newly  formed  AHCCCS  plans  developed  into 
established  prepaid  health  plans.    Some  plans  expanded  their  geographic 
areas  of  operation,  and  others  grew  significantly  in  size. 

Plan  financial  difficulties  could  have  serious  negative  consequences 
for  the  AHCCCS  program  as  a  whole  if,  as  a  result,  patients  did  not 
receive  needed  services  or  if  other  adverse  conditions  or  major 
disruptions  occurred.    However,  from  the  experience  of  the  third  program 
year,  during  which  many  enrollees  were  transferred  out  of  financially 
troubled  plans,  it  appears  that  AHCCCS  was  able  to  preserve  continuity  of 
patient  care.    Thus,  it  is  important  for  a  program  like  AHCCCS  to  have  the 
capacity  to  transfer  members  and  ensure  continuity  of  care  in  the  event  of 
contract  termination. 


The  Impact  of  Programmatic  Changes  on  Plan  Financial  Performance 

Programmatic  changes  and  administrative  actions  of  the  state  can  have 
a  significant  impact  on  plan  financial  experience.    Many  policy  changes 
occurred  during  the  first  5  program  years  of  AHCCCS.    Some  of  these 
affected  plan  costs,  and  some  changes  had  no  effect.    For  example,  changes 
made  by  Arizona  regarding  reinsurance  and  fee-for-service  claims  liability 
affected  the  costs  incurred  by  the  participating  prepaid  health  plans.  In 
the  middle  of  the  second  program  year,  the  AHCCCS  Administration 
instituted  programmatic  changes  to  reduce  state  expenditures  for 
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fee-for-service  claims  incurred  by  persons  eligible  for  the  program  prior 
to  enrollment  in  a  prepaid  health  plan.    These  actions,  including 
automatic  assignment  of  MI/MN  eligibles,  shortened  the  time  between  when 
an  individual  was  determined  AHCCCS  eligible  and  when  the  individual  was 
enrolled  in  a  plan.    Because  new  enrollees  experience  a  greater  frequency 
and  intensity  of  service  use,  this  change  increased  the  cost  to  the  plan 
of  providing  services.    A  related  policy  change  was  implementation  of 
"deferred  liability"  coverage  by  the  state  whereby  the  state  assumed 
greater  financial  responsibility  for  newly  determined  eligibles.  This 
change  offset  some  of  the  adverse  financial  consequences  on  plans 
resulting  from  automatic  assignment  of  eligibles. 

Several  programmatic  changes  related  to  reinsurance  coverage  offered 
by  the  state  to  participating  plans  occurred  during  the  first  5  years  of 
the  program.    In  the  first  year,  reimbursement  for  reinsurance  claims 
submitted  by  plans  was  based  on  the  total  amount  of  claims  paid  by  a  plan 
for  a  covered  enrol  lee.    The  reimbursement  policy  was  changed  for  the 
second  and  third  program  years  to  limit  reinsurance  payments  to  the  plans 
using  a  maximum  fee  schedule  and  allowable  hospital  charges.    This  change 
shifted  a  higher  proportion  of  program  costs  from  the  state  to  the 
participating  plans.    Starting  with  the  fourth  year  of  the  program,  the 
reimbursement  policy  for  reinsurance  claims  was  changed  so  that  the  annual 
deductible  and  coinsurance  percentage  varied  according  to  the  number  of 
plan  enrollees  in  the  specific  county  of  residence.    This  change  had  the 
effect  of  increasing  reinsurance  coverage  to  small  plans  and  decreasing 
coverage  to  the  larger  plans. 

Overall,  there  has  been  a  general  trend  toward  plan  financial 
stability  in  the  first  5  years  of  the  program.    After  a  rocky  beginning 
characterized  by  a  number  of  plan  bankruptcies,  inadequate  plan  financial 
monitoring  by  the  state,  and  several  program  changes  that  had  negative 
impacts  on  plan  financial  performance,  the  program  has  smoothed  out 
considerably.    Most  plans  are  now  experiencing  small  profits,  the  state 
has  implemented  procedures  to  carefully  monitor  plan  financial 
performance,  and  there  have  not  been  major  changes  within  the  program.  In 
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general,  it  appears  that  the  plans  have  the  potential  to  be  financially 
viable  during  the  next  several  years. 

Lessons  Learned  Concerning  Plan  Financial  Perf ormance 

A  number  of  lessons  can  be  learned  from  the  evaluation  of  plan 
financial  performance  under  AHCCCS.    First,  states  need  to  monitor  the 
financial  conditions  of  the  plans  that  participate  as  contractors  in  the 
program.    The  state  should  be  prepared  to  provide  technical  assistance  to 
new  plans  in  the  design  of  their  management  information  systems,  and  their 
accounting  and  financial  management  procedures. 

Second,  states  need  to  assess  continuously  the  solvency  of  the 
participating  plans  and  may  wish  to  consider  imposing  financial  criteria 
on  plan  participation  in  the  program.    Although  these  criteria  can  make 
market  entry  more  difficult,  tighter  controls  reduce  the  probability  of 
plan  insolvency  and  other  adverse  financial  outcomes. 

Third,  states  must  have  in  place  a  process  that  can  be  implemented  in 
the  event  that  a  plan  does  file  bankruptcy.    Such  a  process  is  needed  to 
ensure  that  participants  are  not  denied  needed  services  and  to  implement  a 
smooth  transition  of  enrollees  from  bankrupt  plans  to  other  providers. 

Finally,  states  need  to  be  able  to  estimate  the  cost  impact  of 
programmatic  changes  and  assess  the  impact  of  proposed  changes  on  the 
financial  status  of  the  plans.    Over  the  course  of  the  program, 
administrative  changes  made  by  Arizona  to  try  to  reduce  its 
fee-for-service  liability  and  restructure  reinsurance  provisions  led  to 
cost  shifting  to  the  plans.    Before  initiating  such  a  change,  the  expected 
burden  of  the  costs  should  be  analyzed  and  capitation  payments  adjusted 
appropriately. 
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Information  Systems 


Development  and  implementation  of  an  effective  information  system 
capable  of  collecting  and  generating  information  to  manage  the  program  has 
been  one  of  the  most  serious  problems  for  AHCCCS  since  its  inception.  The 
information  system  has  suffered  from  both  design  and  operational 
shortcomings,  as  well  as  from  problems  in  collecting  complete  and  accurate 
utilization  data  from  the  plans. 

This  section  first  describes  the  history  of  AHCCCS's  efforts  to 
collect  utilization  or  encounter  data  from  the  plans.    It  then  summarizes 
the  implementation  experience  relating  to  the  management  information 
computer  system,  including  AHCCCS's  current  project  to  develop  a  new 
system  oriented  toward  the  needs  of  a  prepaid  program. 

Encounter  Data 

Information  on  service  utilization  in  AHCCCS  is  collected  through 
encounter  data  received  from  the  plans.    Encounter  data  contain 
essentially  the  same  kind  of  identification  information  about  the  service 
received  as  is  contained  in  a  claim  (patient,  provider,  date  of  service, 
kind  of  service,  diagnosis).    However,  they  differ  from  claims  in  the 
important  respect  that  their  submission  is  not  linked  to  a  payment.5 

The  AHCCCS  plans  are  not  reimbursed  for  individual  medical  services, 
so  there  is  no  direct  link  between  payment  to  the  plan  and  the  provision 
of  services.    However,  information  on  individual  service  utilization  is 
important  for  many  reasons.    It  is  needed  for  overall  monitoring  of 
program  services,  monitoring  the  quality  of  care  provided  by  plans,  rate 
negotiation,  calculating  reinsurance  requirements,  and  review  of  member 
and  provider  utilization,  as  well  as  for  program  planning,  budgeting,  and 
forecasting. 
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It  should  be  pointed  out  early  in  this  discussion  of  encounter  data 
that,  although  we  believe  the  availability  of  encounter  data  is  important 
to  the  management  of  the  AHCCCS  program,  the  current  AHCCCS  program 
leaders  do  not  agree.    They  argue  that  encounter  data  is  not  a  critical 
performance  measure  for  HMOs  and  cite  a  monograph  commissioned  by  the 
Federal  Office  of  HMOs  (OHMO)  which  "does  not  identify  encounter  data  as  a 
critical  measure."7 


History  of  Encounter  Data  Collection  in  AHCCCS 

In  the  first  18  months  of  the  AHCCCS  program,  only  a  small  fraction 
of  the  expected  encounter  data  were  collected.    The  AHCCCS  program  was 
preoccupied  with  solving  major  operational  start-up  problems;  therefore, 
the  submission  of  encounter  data  had  a  low  priority  for  the  plans,  and  its 
collection  had  a  low  priority  for  the  state  and  MSGI,  the  AHCCCS 
administrator.    The  plans  also  were  undergoing  start-up  problems.    Many  of 
them  needed  time  to  develop  their  internal  claims  payment  systems  as  well 
as  the  systems  necessary  to  reformat  claims  to  meet  encounter  submission 
requirements.    The  plans  had  neither  positive  nor  negative  incentives  to 
submit  data.    There  were  no  sanctions  for  not  submitting  encounter  data, 
such  as  provisions  in  the  plans'  contracts  to  impose  financial  penalties, 
nor  were  there  positive  incentives  to  submit  data,  such  as  sharing  of  plan 
data  on  util ization. 

In  March  1984,  the  state  took  over  the  role  of  administering  AHCCCS 
from  MSGI.    One  of  the  areas  that  HCFA  wished  to  make  a  priority  of  the 
new  administration  was  the  submission  of  complete  and  accurate  encounter 
data.    The  award  of  the  third  year  of  the  demonstration  grant  (in 
July  1984)  was  contingent  on  AHCCCS' s  acceptance  of  special  terms  and 
conditions  connected  with  the  collection  of  encounter  data  that  required  a 
work  plan,  biweekly  progress  reports,  and  financial  penalties  for  plan- 
not  submitting  data. 
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During  the  second  18  months  of  the  program,  there  was  a  slow  but 
definite  improvement  in  the  amount  of  encounter  data  collected  and  their 
credibility,  although  the  numbers  of  encounters  submitted  were  still 
substantially  below  what  might  be  expected. 

In  Year  4  of  the  AHCCCS  program,  AHCCCS  began  to  stabilize  the 
encounter  data  processing  process.    This  stabilization  was  due  in  large 
part  to  the  creation  in  February  1986  of  an  interdepartmental  task  force 
led  by  a  senior  manager  within  the  program  who  had  a  broad  overview  of 
AHCCCS  operations  and  the  authority  to  quickly  implement  changes  in 
established  systems.    The  large  number  of  encounters  pended  were  resolved, 
the  ongoing  collection  of  encounter  data  was  stabilized,  data  validation 
activities  were  initiated,  small  penalties  were  levied,  and  increased 
technical  assistance  was  provided  to  the  plans,  including  a  revision  of 
the  encounter  data  manual.    As  a  result  of  these  activities,  the  number  of 
encounters  reported  for  Year  4  and  Year  5  of  the  program  appeared  to  be 
within  the  broad  range  of  rates  that  might  be  expected.    However,  despite 
the  improvement  in  the  number  of  encounters  collected,  little  work  had 
been  conducted  to  ensure  that  all  plans  and  their  associated  providers 
were  submitting  data  in  a  uniform  and  accurate  manner. 


Assessment  of  Fncounter  Data  Collec-tinn 

As  described  above,  encounter  data  collection  has  been  problematic 
for  AHCCCS  since  the  beginning  of  the  program.    The  plans  appear  to  have 
and  to  use  data  on  utilization,  but  the  transmittal  of  that  information  to 
AHCCCS  has  been  a  difficult  problem.    In  addition,  the  issue  of  encounter 
data  has  generated  distrust  and  misunderstanding  between  the  state  and  the 
federal  government  and  has  resulted  in  many  meetings  and  the  writing  of 
strong  letters  and  contract  conditions. 

We  divided  the  overall  analysis  of  the  AHCCCS  encounter  data 
collection  activity  into  two  parts:    an  analysis  of  the  process  of 
encounter  data  collection  and  an  analysis  of  the  outcome  of  the  encounter 
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data  collection  process.    The  analysis  of  the  data  collection  process  was 
divided  further  into  seven  components:    design  of  the  system,  processing 
input  into  the  system,  error  detection  and  correction,  quality  control 
activities,  technical  assistance,  plan  motivation?.]  --tivities,  and 
management  of  the  system.    On  some  of  these  components  (processing  input 
into  the  system,  technical  assistance),  AHCCCS  made  substantial  progress 
over  the  first  5  years  of  the  program.    On  others  (error  detection  and 
correction,  quality  control  activities,  and  plan  motivational  activities), 
AHCCCS  made  some  progress,  especially  on  the  more  mechanical  aspects  of 
these  activities.    On  the  other  components  of  the  process  (design, 
management),  AHCCCS  activities  and  progress  were  very  limited. 


Our  evaluation  of  each  of  these  seven  activities  is  summarized  below. 


■  Design.    Consensus  exists  that  the  design  of  the  current  encounter 
data  collection  instrument  is  not  optimal.    There  have  been  two 
meetings  with  HCFA  regional  office  representatives  to  identify 
necessary  elements  to  be  collected  in  the  new  system.  However, 
through  the  first  5  years  of  the  program,  there  were  no  concrete 
proposals  for  any  significant  changes  to  the  encounter  data 
requirements.    In  February  1988,  AHCCCS  submitted  a  proposal  to 
HCFA  to  replace  the  plan's  encounter  data  submission  requirements 
with  periodic  submittal  of  utilization  reports.    Under  this 
proposal,  plans  would  continue  to  collect  and  maintain  detailed 
data  but  would  not  routinely  provide  them  to  AHCCCS. 

■  Processing  input.    AHCCCS  has  spent  considerable  energy  improving 
the  process  of  receipt  of  data  from  the  plans  and  has  been 
successful  in  improving  this  process. 

■  Error  detection  and  correction.    AHCCCS  is  doing  a  competent  job 
in  correcting  the  specific  errors  found  as  part  of  its  current 
encounter  edit  system;  however,  the  current  edit  system  is  very 
limited  in  scope  (for  example,  it  doesn't  require  correction  of 
duplicates),  and  a  systematic  approach  has  not  been  developed  to 
uncover  problems  with  data  quality. 

■  Quality  control  activities.    Although  several  activities  have  been 
conducted,  including  validation  audits  that  check  the  encounter 
data  against  data  contained  in  the  medical  record  for  timeliness, 
correctness,  and  omission,  the  reviews  conducted  to  date  have  caen 
narrowly  focused  or  otherwise  limited  by  substantial 
implementation  problems. 
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■  Technical  assistance.    AHCCCS  has  a  written  manual  that  instructs 
plans  on  the  submission  of  encounter  data  and  provides  technical 
support  and  error  resolution  support  to  plans.    AHCCCS's  attitude 
toward  and  execution  of  specific  technical  assistance  activities 
has  been  very  good. 

■  Plan  motivational  activities.    Some  positive  incentives,  including 
providing  encounter  data  to  the  plans  during  the  sixth-year 
procurement  process,  have  been  implemented.    However,  in  general, 
AHCCCS  has  been  very  slow  to  implement  any  incentives,  either 
positive  or  negative,  to  the  plans  to  encourage  the  submission  of 
accurate  and  complete  encounter  data.    Total  penalties  assessed 
have  been  less  than  $30,000  over  the  first  5  years  of  the  program. 

■  Management.    The  success  of  an  encounter  data  collection  process 
relies  heavily  on  management  attention  to  ensuring  that  encounter 
data  are  complete,  timely,  and  accurate.    Such  attention  implies  a 
critical  management  attitude  that  challenges  the  reasonableness  of 
the  data,  particularly  as  it  would  affect  overall  program 
analysis,  and  that  implements  whatever  steps  are  necessary  to 
ensure  the  usability  of  the  data.    Although  management  has  made 
major  progress  in  improving  the  mechanics  of  encounter  data 
collection,  it  has  not  taken  the  next  steps  to  integrate  encounter 
data  as  a  key  component  for  the  management  of  the  program. 

With  respect  to  the  second  evaluation  activity—the  outcome 
analysis--we  looked  at  the  quantity  and  quality  of  encounter  data.  The 
data  collected  from  the  plans  for  the  first  3  years  of  the  program  were 
obviously  deficient  in  quantity;  therefore,  no  further  quality  assessment 
was  performed.    Encounter  data  for  the  fourth  and  fifth  program  years 
appeared  to  be  within  the  broad  numbers  projected.    Overall  rates  of 
approved  encounters  ranged  from  .89  to  1.08,  relative  to  the  number 
predicted.    The  predicted  number  of  encounters  was  based  on  an  actuarial 
range  of  utilization  by  service  and  eligibility  group  estimated  by 
Mill  iman  and  Robertson  Accounting  Actuaries  and  included  in  the  AHCCCS 
provider  RFP  of  May  1983. 

Since  the  numbers  appeared  to  be  within  the  range  expected,  we  moved 
on  to  examine  data  quality.    We  closely  examined  the  data  by  comparing 
each  plan's  data  against  the  experience  of  the  other  AHCCCS  plans  and 
against  aggregate  data  on  hospitalization  rates  reported  by  the  plans.  We 
also  checked  the  data  for  duplicate  encounters.    These  investigations 
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pointed  up  areas  of  concern  regarding  the  quality  of  the  fourth-  and 
fifth-year  data.    However,  the  data  on  balance  appeared  to  be  of 
sufficient  accuracy  to  support  a  more  in-depth  analysis.  Utilization 
findings  based  on  these  encounter  data  are  described  in  Chapter  III. 


The  major  problem  issues  identified  as  a  result  of  our  quality 
analyses  were: 


■  There  may  continue  to  be  underreporting  of  AHCCCS  data. 

(1)  There  has  been  a  steady  increase  in  the  number  of  encounters 
collected  every  year  since  the  inception  of  the  program. 
These  increases  have  continued  into  Year  4  and  Year  5.  This 
trend  raises  a  question  about  whether  there  may  still  be 
underreporting. 

(2)  AHCCCS' s  limited  data  validation  of  Year  4  and  Year  5 
maternity  admissions  shows  rates  of  omission  of  10%  in  Year  4 
and  7%  in  Year  5. 

(3)  Comparison  of  hospital  encounter  data  with  plans'  census  data 
for  April  to  June  1986  (excluding  Maricopa,  which  has  a 
higher  rate  of  encounters  versus  census)  shows  a  9%  to  12% 
underreporting  of  hospital  admissions. 

(4)  Utilization  rates  for  the  population  65  and  over  are 
consistently  lower  than  would  be  expected. 

■  There  is  potential  in  encounter  data,  as  there  is  in  claims  data, 
for  distortions  due  to  inconsistencies  in  billing  practices  by 
individual  providers. 

■  Our  investigation  of  encounter  data  outliers  indicated  that  there 
were  very  significant  differences  between  the  plans  and  between 
Year  4  and  Year  5  for  some  services.    Thus,  we  should  be  cautious 
in  relying  on  specific  utilization  rates,  particularly  for 
individual  plan  data,  detailed  service  data,  or  data  on  the 
population  65  and  over. 

■  Preliminary  results  comparing  AHCCCS  physician  visit  data  in 
medical  records  with  data  in  the  encounter  data  files  show  a 
higher  rate  of  recording  per  person  in  AHCCCS  than  in  the  New 
Mexico  Medicaid  data  (80%  versus  72%).    Although  this  finding  may 
increase  the  comfort  level  with  the  AHCCCS  encounter  data  as 
compared  with  claims  data  from  a  traditional  program,  it 

also  casts  doubt  on  the  completeness  of  data  from  either  source. 
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Clearly,  AHCCCS  should  be  encouraged  to  follow  up  on  the  specific 
problems  found  in  our  quality  analysis  and  utilization  analysis  reported 
on  above.    This  ongoing  activity  should  be  led  by  a  senior  manager  because 
it  is  essential  to  successful  implementation  of  encounter  data  collection. 

Management  Information  Computer  System 

MMIS  Implementation  and  Enhancements 
The  primary  objectives  of  the  management  information  system  (MIS)  are 

to: 

■  Issue  capitation  payments  to  plans. 

■  Receive  and  edit  encounter  data  from  capitated  providers. 

■  Receive,  edit,  and  pay  fee-for-service  claims. 

■  Maintain  records  of  individual  members  and  providers. 

■  Produce  financial,  administrative,  and  utilization  reports  to 
support  the  management  of  the  program. 

An  effective  management  information  system  is  a  critical  component  of 
any  prepaid  program,  and  its  requirements  are  significantly  different  from 
those  in  a  traditional  fee-for-service  program.    Some  of  the  key  areas  of 
difference  concern  the  processing  and  maintenance  of,  and  access  to, 
enrollment  information;  processing  of  capitation  payments;  processing  and 
reporting  of  encounter  information;  maintenance  of  prepaid-plan 
information  and  provider  affiliations;  processing  of  reinsurance  claims; 
and  production  of  utilization  summaries  and  management  reports  focusing  on 
the  particular  management  concerns  of  a  prepaid  program. 

AHCCCS  experienced  major  difficulties  in  implementing  its  management 
information  system.  The  original  approach  taken  by  MSGI,  as  specified  in 
the  RFP,  was  to  adapt  an  existing  Medicaid  Management  Information  System 
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( MM I S )  to  the  uniaue  needs  of  AHCCCS.    This  approach  was  expected  to 
result  in  the  most  timely  and  cost-effective  implementation  of  an  MIS.  In 
practice,  it  fell  considerably  short  of  expectations.    The  differences 
between  the  requirements  of  a  prepaid  program  and  those  of  a  traditional 
fee-for-service  environment  were  found  to  be  significantly  greater  than 
originally  anticipated.    Consequently,  implementation  of  major  portions  of 
the  MIS  was  delayed  significantly,  and  the  resulting  system  did  not  meet 
many  of  the  needs  of  the  AHCCCS  users.    Implementation  was  further 
hindered  by  the  short  time  allowed  for  development  and  installation,  the 
turnover  of  key  staff,  the  lack  of  sufficient  human  resources,  the 
rapidity  of  changes  in  policy  and  regulation,  and  the  fact  that  this  was 
the  first  Title  XIX  program  in  Arizona. 

At  the  time  of  the  transition  to  state  administration  in  March  1984. 
the  computer  system  was  capable  of  performing  the  basic  day-to-day 
transaction  processing  functions  for  the  AHCCCS  program.    However,  the  MIS 
could  not  properly  be  characterized  as  an  "information  system,"  especially 
given  the  long  delays  experienced  in  implementing  its  reporting  subsystems 
and  the  difficulty  in  accessing  stored  information. 

Not  surprisingly,  the  program's  MIS  needs  were  an  early  focus  of 
attention  of  the  new  state  AHCCCS  Administration.    A  key  element  of  this 
focus  was  the  objective  of  improving  the  quality  of  the  information 
available  to  manage  the  program;  it  was  critical  that  the  MIS  become  far 
more  than  just  a  transaction  processing  system. 

The  new  administration  directed  its  efforts  to  two  areas.  First, 
recognizing  that  it  would  be  necessary  for  the  existing  MIS  to  serve  the 
program  for  some  time,  the  administration  devoted  some  resources  to  making 
incremental  improvements  in  that  system  to  make  it  more  effective  in 
meeting  the  program's  needs.    Second,  on  the  conviction  that  the  existing 
MIS  would  never  be  fully  adequate  in  supporting  the  new  program,  the 
administration  began  the  process  of  developing  a  new  and  more 
comprehensive  MIS  designed  specifically  to  support  a  prepaid  program. 
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Efforts  to  improve  the  existing  MIS  began  shortly  after  the  state 
assumed  control  of  the  AHCCCS  Administration,  and  continued  through  the 
fifth  program  year.    Enhancements  to  the  MIS  included  the  completion  of 
the  MMIS  management  and  utilization  reporting  subsystems,  development  of 
an  auto-assignment  system  for  the  MI/MN  population,  improvement  of  claims 
and  encounter  edit  routines,  development  of  on-line  capabilities  in 
eligibility/enrollment  and  in  claims  processing,  development  of  an  on-line 
prior  authorization  system,  and  various  other  changes  to  improve  the 
effectiveness  of  the  MMIS. 

Taken  as  a  whole,  the  MIS  enhancements  implemented  since  March  1984 
have  substantially  improved  the  current  MIS  in  both  functional  capability 
and  operating  efficiency.    This  has  been  accomplished  with  a  relatively 
modest  expenditure  of  resources,  while  substantially  greater  resources 
were  being  devoted  to  development  of  the  new  system.    Thus,  the 
administration's  approach  appears  to  have  been  an  effective  interim 
strategy,  namely,  to  devote  modest  resources  to  making  the  current  system 
as  effective  as  possible  while  proceeding  with  the  new  system  development 
as  the  long-term  solution. 

Development  of  PMMIS 

Planning  efforts  for  the  new  MIS  began  shortly  after  the  transition 
to  the  state  administration  in  March  1984.    At  the  end  of  the  third 
program  year,  the  state  submitted  its  Advance  Planning  Document  (APD)  to 
HCFA  for  the  development  of  a  Prepaid  Medical  Management  Information 
System  (PMMIS). 

The  major  development  effort  for  the  PMMIS  began  in  the  fourth 
program  year.    A  full-time  AHCCCS  project  staff  was  assigned,  and  a 
project  management  consultant  was  hired  to  assist  in  the  overall  project 
management.    A  contractor  was  hired  to  begin  work  on  the  General  System 
Design  (GSD),  and  the  major  PMMIS  user  requirements  were  identified. 
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During  1987,  the  PMMIS  development  activities  intensified.  User 
requirements  were  finalized,  and  the  GSD  was  published.    Work  was  begun  on 
the  detailed  design  and  programming  for  the  core  PMMIS  subsystems. 
Requirements  were  also  specified  to  accommodate  the  ppw  long-term  care 
program,  and  new  subsystems  for  long-term  care  eligibility,  intake,  and 
case  tracking  were  designed. 

The  new  PMMIS  is  designed  to  provide  comprehensive  support  for  the 
unique  prepaid  aspects  of  the  AHCCCS  program  as  well  as  the  traditional 
fee-for-service  components.    This  will  include  support  for  monitoring  and 
controlling  the  following  prepaid-program  elements:    the  bidding  process, 
plans'  capacities  and  service  networks,  enrollment  in  plans,  primary  care 
physician  affiliations,  capitation  payments,  encounter  data  processing, 
utilization  review/quality  assurance,  reinsurance  and  deferred  liability, 
third-party  liability,  and  plan  management. 

The  system  is  designed  around  a  database  management  system  for 
improved  data  integrity  and  control,  ease  of  access  and  modification,  and 
integration  of  data.    It  will  offer  significantly  expanded  on-line 
capabilities  for  data  entry,  maintenance,  inquiry,  and  communication, 
including  direct  entry  of  eligibility,  enrollment,  and  encounter  data  from 
field  locations.    It  will  offer  increased  reporting  capabilities  and  more 
flexible  access  to  management  information.    It  will  also  provide 
significantly  increased  support  for  financial  accounting  and  budget 
preparation,  inquiry  and  reporting  on  program  information  relating  to  the 
plans,  actuarial  analysis  for  developing  rate  ranges,  tracking  of 
correspondence  and  third-party  liability  cases,  and  monitoring  of  the 
operational  performance  of  AHCCCS. 

Because  the  PMMIS  development  process  is  in  midstream,  it  is 
difficult  to  comment  meaningfully  on  the  overall  effectiveness  of  the 
development  effort.    However,  a  few  observations  can  be  made.    First,  the 
development  process  has  been  characterized  from  the  beginning  by  strong 
senior  management  commitment  to  the  effort.    This  is  clearly  an  essential 
ingredient  to  the  ultimate  success  of  the  project.    Second,  the  approach 
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of  integrating  the  efforts  of  a  state  development  team,  a  project 
management  consultant,  and  the  development  contractor  appears  to  be  a 
workable  methodology.    In  particular,  the  project  management  consultant 
has  added  considerable  strength  to  the  overall  project  management  effort. 
The  consultant's  experience  in  Medicaid  systems  has  also  served  to 
partially  compensate  for  the  lack  of  experience  of  the  development 
contractor  in  this  area. 

Third,  the  development  team  has  done  a  very  thorough  job  in  defining 
the  requirements  for  the  PMMIS,  particularly  in  those  areas  that  are 
unique  to  a  prepaid  program.    This  process  has  also  been  supported  by 
strong  user  involvement  in  defining  the  requirements.    The  result  is  a 
comprehensive  set  of  requirements  which,  it  is  hoped,  will  serve  as  a 
model  for  other  states  that  might  wish  to  develop  a  prepaid-program  MIS. 

Finally,  an  area  of  concern  is  the  lack  of  timely  attention  given  to 
finalizing  the  encounter  input  data  specifications  for  the  new  system. 
As  of  January  1988,  the  AHCCCS  Administration  was  still  considering  major 
changes  to  the  encounter  input. 

Overall,  the  requirements  for  the  new  PMMIS  are  very  ambitious  and 
represent  a  major  improvement  over  the  current  information  system. 
However,  the  ultimate  usefulness  of  the  system  will  be  limited  by  the  data 
put  into  the  system.    In  particular,  the  system  will  not  solve  any  major 
problems  with  the  quantity  or  quality  of  encounter  data;  rather,  its 
success  will  depend  on  the  accurate,  complete,  and  timely  collection  and 
input  of  these  data  into  the  system. 

Lessons  Learned  Concerning  Information  Systems 

An  effective  MIS  is  a  critical  component  of  a  prepaid  program.  Any 
state  planning  the  implementation  of  a  prepaid  program  can  learn  from  the 
AHCCCS  experience  in  defining  its  MIS  needs  and  the  difficulties 
encountered  in  implementing  its  system. 
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First,  states  implementing  a  prepaid  program  should  recognize  that 
the  needs  for  an  MIS  in  such  a  program  are  significantly  different  from 
those  of  a  traditional  fee-for-service  program,  and  should  anticipate 
development  of  a  system  designed  specifically  for  those  needs.  An 
approach  based  on  modification  of  an  existing  MIS  for  a  fee-for-service 
system  should  be  avoided. 

Second,  a  prepaid-program  MIS  should  provide  comprehensive 
information  support  for  the  state's  role  in  monitoring  health  plan 
performance.    The  system  must  focus  on  data  associated  with  the 
operational  aspects  of  individual  plans,  such  as  plan  utilization, 
financial  performance,  medical  audit,  service  network,  contract 
compliance,  enrollment,  and  capitation,  and  on  facts  about  the  plan, 
including  ownership,  service  model,  locations,  etc. 

Third,  on-line  information  requirements  are  particularly  important 
for  a  prepaid  program,  since  many  parties  must  have  rapid  access  to  timely 
data,  especially  regarding  member  eligibility  and  enrollment  status. 

Fourth,  states  implementing  a  prepaid  program  must  plan  carefully  for 
how  data  on  utilization  of  services  in  a  prepaid  environment  will  be 
collected  from  plans.    Plans  selected  for  participation  should  have 
adequate  data  systems  to  track  incurred-but-not-reported  expenses  and  to 
generate  the  required  encounter  data  in  the  format  necessary.  In 
addition,  strong  incentives  and  sanctions  need  to  be  established  that 
encourage  plans  to  submit  encounter  data  according  to  a  strictly  enforced 
schedule. 

Fifth,  strong  senior  management  commitment  is  an  essential  ingredient 
for  ensuring  a  successful  MIS  implementation  and  an  effective  process  for 
collecting  utilization  data. 

Finally,  there  is  a  need  for  federal  guidelines  and  technical 
assistance  regarding  the  specification  of  information  system  requirements 
for  prepaid  programs,  similar  to  the  existing  MMIS  requirements  for 
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fee-for- service  Medicaid  systems.    The  new  AHCCCS  PMMIS  could  potentially 
form  the  basis  of  a  model  MIS  for  prepaid  programs. 

Gatekeeping  and  Copavments 

AHCCCS  regulations  required  the  plans  to  adopt  two  mechanisms  that 
are  believed  to  have  the  potential  to  contain  costs.    These  are  the 
identification  of  a  primary  care  physician  who  acts  as  a  gatekeeper  for 
each  member  and  the  mandatory  collection  of  nominal  copayments  for  certain 
services.    During  our  evaluation,  we  examined  the  implementation  and 
operation  of  these  features  and  attempted  to  assess  their  impact  on 
program  outcomes.    Gatekeeping  is  discussed  in  the  first  subsection  below, 
copayments  in  the  second.    This  section  concludes  with  a  discussion  of 
lessons  learned  from  our  assessment  of  AHCCCS  gatekeeping  and  copayment. 

Gatekeeping 

The  AHCCCS  program  requires  that  all  AHCCCS  enrollees  within  a  plan 
choose  or  be  assigned  to  a  primary  care  physician,  who  will  serve  as  the 
"gatekeeper"  for  all  care  received.    AHCCCS  regulations  permit  a  general 
or  family  practitioner,  pediatrician,  general  internist, 
obstetrician/gynecologist,  osteopath,  or  general  surgeon  to  serve  as  a 
primary  care  physician.    In  theory,  only  care  provided  or  authorized  by  a 
gatekeeper  is  to  be  paid  for  by  plans;  only  plans  implementing  this 
concept  are  eligible  to  participate  in  AHCCCS.    It  was  hoped  that 
gatekeeping  would  provide  better  coordination  of  care  and  would  limit 
utilization  by  eliminating  unnecessary  hospitalization,  emergency  room 
visits,  and  specialty  care.    Thus,  it  is  of  particular  interest  to  analyze 
the  implementation  and  perceived  effectiveness  of  the  AHCCCS  gatekeeping 
system. 

We  originally  planned  to  use  in-depth  case  studies,  a  provider  survey 
of  physicians,  and  utilization  analysis  by  gatekeeper  characteristic  to 
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assess  the  gatekeeping  function.    Our  1985  consumer  survey  also  contained 
several  questions  related  to  gatekeeping.    Visits  to  the  plans  conducted 
in  the  first  18  months  of  the  program  provided  an  overview  of  the 
implementation  of  gatekeeping  in  the  AHCCCS  plans.    Case  studies  of  five 
plans  describing  in  detail  their  gatekeeping  processes  were  performed  in 
1985  and  are  included  in  the  Second  Implementation  and  Operation 
Report. ^    Additional  information  on  implementation  of  gatekeeping  was 
obtained  in  telephone  interviews  with  the  plans  during  the  summer  of 
1985.    These  1985  case  studies  provided  a  great  deal  of  information 
concerning  the  implementation  and  operation  of  gatekeeping.    Because  of 
the  time  and  expense  involved  in  detailed  case  studies  and  decisions  to 
focus  on  other  issues,  this  process  was  not  repeated  in  our  later 
implementation  and  operation  evaluations. 

A  test  questionnaire  for  the  provider  survey  was  developed  but  never 
implemented.    The  results  of  the  pretest  were  unsatisfactory  in  providing 
the  type  of  definitive  information  necessary  to  assess  gatekeeping  and 
other  provider  issues.    An  accurate  provider  file  was  not  available  from 
the  AHCCCS  program.    Thus,  analysis  of  utilization  data  by  provider 
characteristic  was  not  possible. 

In  our  case  study  analysis,  we  found  that  plans  implemented  the 
gatekeeping  concept  in  a  variety  of  ways  and  that  the  responsibilities  of 
gatekeepers  vary  substantially  from  plan  to  plan.    Gatekeepers  can  be 
individual  physicians  or  a  group  of  doctors;  gatekeepers  can  be  reimbursed 
by  salary,  fee-for-service,  or  capitation  with  or  without  a  risk  pool;  and 
gatekeepers  can  be  involved  or  not  involved  in  prior  authorization  for 
referrals,  hospitalizations,  and  emergency  room  visits. 

Plans  organized  as  IPAs  and  physician-sponsored  plans  took  the  choice 
of  a  particular  gatekeeper  most  seriously.    These  plans  required  each 
AHCCCS  patient  to  choose  a  specific  primary  care  physician.    In  many  of 
these  plans,  all  specialist  referrals  received  prior  authorization  not 
only  by  the  primary  care  physician  but  also  by  the  medical  director.  This 
was  done  because  referrals  were  considered  to  be  a  potential  source  of 
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uncontrolled  expense.    Plans  implementing  such  a  system  can  then  review 
referrals  to  limit  utilization  and  monitor  individual  physician  practice 
patterns.    Hospital  admissions  generally  received  even  more  scrutiny. 
Most  plans  required  approval  from  the  medical  director  for  any 
hospitalization  except  in  the  case  of  a  true  emergency.    Emergency  room 
utilization  in  the  IPA  and  physician-sponsored  plans  was  most  often 
controlled  by  providing  24-hour  phone  coverage  to  enrollees.    Members  or 
emergency  room  staff  had  to  consult  with  the  physician  on  call,  who 
determined  whether  emergency  room  treatment  was  justified.    Failure  to 
contact  the  gatekeeper  resulted  in  denial  of  payment  for  emergency  room 
services . 


Other  plans,  such  as  staff,  group  model,  and  hospital -sponsored 
plans,  generally  implemented  the  gatekeeping  concept  more  loosely  than 
IPAs  and  physician-sponsored  plans.    The  plan  itself,  through  its  centers 
and  clinics,  can  act  as  the  gatekeeper.    The  AHCCCS  enrollee  may  not 
necessarily  be  tied  to  an  individual  doctor.    Physicians  were  often 
organized  into  groups  or  clinics,  and  enrollees  were  asked  to  designate 
one  of  the  groups  or  clinics  as  their  gatekeeper.    Little  emphasis  was 
placed  on  requiring  a  patient  to  choose  a  specific  physician  within  a 
center.    Enrollees  were  encouraged  to  go  to  their  gatekeeper  clinic  for 
all  their  care,  but  could  often  be  seen  in  any  of  the  plan's  clinics  or 
centers.    In  addition,  referrals  to  in-plan  specialists  were  generally  not 
subject  to  as  stringent  a  prior-authorization  process  as  was  commonly 
found  in  IPA  and  physician-sponsored  plans. 

The  lack  of  identification  of  an  individual  physician  for  staff  model 
plans  may  have  been  due  to  the  fact  that  many  of  them  were  already 
organized  on  a  clinic  basis,  with  the  patient  assigned  to  a  clinic  and  not 
an  individual  physician.    Thus,  treating  AHCCCS  patients  in  a  different 
way  may  have  been  administratively  difficult  to  implement.    Also,  these 
groups  may  rely  on  physicians  who  are  available  for  a  defined  period  of 
time,  such  as  while  they  are  in  residency  training.    Thus,  it  may  be  more 
practical  to  tie  the  patient  to  a  particular  group  of  doctors  or  a 
particular  clinic  than  to  a  particular  doctor. 
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Staff,  group,  and  hospi tal -sponsored  plans  also  tended  to  be  less 
stringent  than  IPA  plans  and  physician-sponsored  plans  with  regard  to  who 
approves  hospitalizations  and  emergency  room  visits.    These  plans  often 
operate  their  own  facilities  for  hospital  and  emeraency  room  visits  and 
thus  are  often  less  concerned  than  IPAs  with  the  prior-approval  process. 

Our  consumer  survey,  conducted  in  the  summer  of  1985  with 
approximately  900  AHCCCS  enrollees,  asked  several  questions  regarding  the 
implementation  of  the  gatekeeping  function  from  the  consumer  perspective. 
As  in  our  case  study  results,  we  found  that  plans  had  implemented  the 
gatekeeping  concept  in  a  variety  of  ways.    About  two-thirds  of  AHCCCS 
enrollees  said  there  was  one  particular  doctor  they  usually  saw  at  their 
plan.    Not  surprisingly,  a  substantially  larger  percentage  of  those  in 
IPA-type  plans  had  a  particular  doctor  (80%),  compared  with  those  in  plans 
which  were  not  IPAs  (51%).    For  those  who  had  one  particular  doctor,  96% 
knew  their  usual  doctor's  name.    The  percentage  who  knew  their  doctor's 
name  was  higher  but  not  significantly  higher  in  the  IPAs  than  in  non-IPA 
plans  (97%  versus  94%). 

Although  all  care  is  supposed  to  be  approved  by  a  gatekeeper,  only 
68%  of  enrollees  said  that  they  were  supposed  to  talk  to  their  usual 
doctor  before  they  received  care  from  any  other  doctor.    By  type  of  plan, 
there  was  no  significant  difference  (70%  IPA  versus  66%  non-IPA)  among 
those  who  had  a  usual  doctor  who  said  they  had  to  talk  to  their  usual 
doctor  before  they  got  medical  care  from  any  doctor. 

Copayments 

A  second  important  cost  containment  measure  legislated  in  th'  'HCCCS 
program  requires  health  plans  to  collect  nominal  copayments  from  e.  llees 
for  certain  services.    The  intent  of  imposing  copayments  was  to  dett 
inappropriate  utilization  and  to  enable  AHCCCS  enrollees  to  take  pru  'n 
being  able  to  make  a  contribution  toward  their  care.    The  imposition  . 
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copayments  under  AHCCCS  is  of  interest  because  copayments  have  not  been 
widely  used  in  programs  serving  the  poor. 


The  copayments  in  effect  as  of  December  31,  1987,  were: 


■ 


Doctor's  office  visits 


SI. 00  per  visit 


Doctor's  home  visits 


SI. 00  per  visit 


Diagnostic  and  rehabilitative 
radiology  and  lab  services 


SI. 00  per  procedure 


Elective  nonemergency  surgery 
Nonemergency  use  of  emergency  room 


$5.00  per  procedure 


S5.00  per  visit 


Copayments  are  not  charged  for  authorized  referrals.    Services  cannot  be 
denied  if  a  member  cannot  pay  the  copayment. 

The  AHCCCS  legislation  and  regulations  do  not  specify  who--physician 
or  plan  —  is  responsible  for  collecting  the  copayment  or  how  the  money 
collected  is  to  be  shared  (among  physicians,  or  with  the  plan).  Details 
are  left  up  to  the  individual  plan.    Not  surprisingly,  plans  vary 
according  to  their  commitment  to  the  concept  and  their  methods  of 
collection. 

To  assess  the  impact  of  copayments,  we  intended  to  use  plan  case 
studies  to  determine  how  copayments  were  being  implemented,  conduct 
interviews  with  consumers  and  providers  to  determine  how  often  copayments 
were  collected  and  their  financial  impact,  and  examine  utilization 
diferences  between  plans  that  collected  copayments  as  compared  with  plans 
not  collecting  copayments.    The  provider  survey  discussed  above  was  never 
implemented  due  to  an  unsuccessful  pretest.    Our  1985  consumer  survey 
included  several  questions  regarding  copayments.    As  with  gatekeeping,  our 
initial  visit  to  each  plan  in  the  first  18  months  and  follow-up  telephone 
interviews  in  1985,  as  well  as  case  studies  of  five  plans  in  1985, 
provided  us  with  information  on  how  this  feature  was  being  implemented. 
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This  information,  combined  with  some  information  in  the  consumer  survey, 
is  the  basis  on  which  our  evaluation  of  copayments  is  made. 

In  general,  it  is  very  difficult  to  assess  the  extent  of  copayment 
collection.    Many  plans  regularly  collect  copayments;  some  irregularly 
collect  copayments  irregularly,  and  two  plans,  Maricopa  and  Pima  Health 
Plan,  do  not  attempt  to  collect  copayments  at  all.    The  plans  that  most 
often  collect  copayments  are  located  in  rural  areas  and  are  organized  as 
IPAs  or  physician-sponsored  plans.    For  these  rural  plans,  many 
administrators  believe  copayments  are  important  not  because  they  deter 
unnecessary  utilization  but  because  they  contribute  to  the  self-worth  of 
the  patient,  who  can  feel  he  or  she  is  contributing  to  the  cost  of  the 
health  care  delivered. 

Many  IPAs  require  physicians  to  collect  copayments,  and  may  deduct 
the  copayment  amount  from  the  physician's  reimbursement.    However,  actual 
collection  is  the  responsibility  of  the  individual  physician.    Thus,  there 
is  wide  variation  in  copayment  collection,  depending  on  the  personal 
philosophy  of  the  doctor  and  his/her  staff. 

In  general,  the  plan's  philosophy  toward  copayments  is  critical  in 
determining  whether  collection  is  done  on  a  regular  basis.    The  two  plans 
that  do  not  collect  copayments  are  both  county  plans.    Because  copayments 
are  not  required  from  other  low-income  patients  receiving  services  at 
county  facilities,  the  plan  administrators  have  considered  it 
inappropriate  to  require  them  of  AHCCCS  patients.    Plans  that  collect 
copayments  irregularly  usually  believe  that  they  are  not  an  effective 
mechanism  for  controlling  unnecessary  utilization,  that  the  cost  of 
collecting  and  accounting  for  copayments  exceeds  the  revenues  generated, 
or  that  patients  cannot  afford  them.    Plans  that  collect  copayments 
regularly  often  do  so  because  they  believe  it  is  an  effective  mechanism 
for  controlling  utilization  or  that  contributing  to  the  cost  of  care 
increases  the  beneficiary's  sense  of  personal  dignity. 
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Our  1985  consumer  survey  of  AHCCCS  enrol  lees  found  that  only  58%  had 
ever  paid  a  50-cent  fee  (the  copayment  for  a  physician  visit  in  1985)  when 
they  had  seen  a  doctor  or  other  medical  person  at  their  plan. 
Seventy-eight  percent  of  IPA  enrollees  had  ever  paid  copayments,  and  only 
39%  of  those  not  in  IPAs.    Overall,  12%  of  the  enrollees  who  had  at  some 
time  paid  a  50-cent  fee  said  it  had  ever  kept  them  from  seeing  a  medical 
person  when  they  thought  they  needed  to  see  one.    The  rates  by  type  of 
plan  (IPA  versus  non-IPA)  were  very  similar. 

In  our  examination  of  Year  4  and  Year  5  utilization  rates,  which  is 
described  in  more  detail  in  Chapter  III,  we  attempted  to  compare  rates 
between  plans  that  do  not  collect  copayments  (i.e.,  Maricopa  and  Pima 
Health  Plan)  and  plans  that  do  collect  copayments  (all  the  other  health 
plans).    Unfortunately,  there  are  problems  in  this  kind  of 
classification.    Any  differences  observed  might  well  reflect  some  other 
characteristic  (or  combination  of  characteristics)  of  large,  urban,  county 
plans.    In  addition,  among  those  plans  that  attempt  to  collect  copayments 
there  is  obviously  a  large  variation  in  the  actual  enforcement  of 
copayment  collection.    This  difference  is  difficult  to  quantify  without 
more  in-depth  case  studies  of  the  plans  and  all  the  major  providers. 
However,  our  limited  assessment  indicated  that  hospital  utilization  rates 
were  about  the  same  for  both  types  of  plans  and  physician  medical  service 
utilization  was  lower  for  plans  that  collected  copayments.    Although  the 
finding  for  physician  medical  services  is  consistent  with  what  would  be 
expected,  for  all  of  the  reasons  indicated  above,  this  finding  should  be 
considered  suggestive  rather  than  conclusive. 


Lessons  LearnPd  Concerning  Gatekeeping  and  Copayments 

In  summary,  it  is  very  difficult  to  draw  any  definite  conclusions 
about  the  effect  of  gatekeeping  and  copayments  in  the  AHCCCS  program. 
Both  features  have  been  implemented  in  different  ways  by  the  different 
types  of  plans  participating  in  AHCCCS.    This  variation  can  be  attributed 
to  differences  in  plan  organization  and  the  institutional  incentives  and 
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disincentives  to  utilizing  gatekeeping  and  copayments.    The  majority  of 
AHCCCS  enrol  lees  are  aware  of  the  gatekeeping  function  and  do  see  their 
gatekeeper  for  most  of  their  care.    In  the  case  of  copayment  collection, 
implementation  appears  to  have  been  less  thorough.    Although  the  majority 
of  AHCCCS  enroll ees  have  at  some  time  paid  a  copayment,  we  do  not  know  how 
consistently  copayments  are  collected  or  their  impact  on  utilization  or 
access  to  care. 


Setting  Arizona's  Capitation  Rates 

This  section  describes  the  rate-setting  process  in  Arizona.  It 
begins  with  a  brief  discussion  of  the  importance  of  rate  setting  and 
follows  with  a  discussion  of  the  development  of  the  initial  and  subsequent 
federal  capitation  rates.    The  section  goes  on  to  explore  the  failure  of 
the  rate-setting  process  and  describes  lessons  to  be  learned  from  the 
AHCCCS  experience. 

The  Importance  of  Setting  Arizona's  Capitation 

The  capitation  rate  set  by  the  state  and  the  federal  government  is 
critical  to  the  state  because  the  state  is  the  payer  of  last  resort. 
Although  the  state  attempts  to  limit  its  liability  through  the  use  of 
prepaid  contracts,  it  must  assume  financial  responsibility  if  plans  fail 
financially.    Additionally,  the  state  limits  the  risk  to  plans  of 
incurring  extremely  high  costs  for  an  eligible  person  by  providing 
catastrophic  stop-loss  insurance. 

The  process  of  rate  setting  is  one  that  has  evolved  and  changed  over 
time.    Little  attention  was  given  to  establishing  a  rate-setting  process 
when  the  AHCCCS  program  began.    As  a  result,  the  state  and  federal 
government  never  came  to  terms  on  the  methodology  and  process  for 
determining  rates.    This  lack  of  consensus  eventually  led  to  confusion  and 
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distrust  between  the  parties  and  hampered  their  ability  to  come  to  terms 
on  this  financially  critical  component  of  the  program. 

Developing  the  Ground  Rules  for  Setting  the  Rates 

Because  Arizona  had  not  had  any  experience  with  a  traditional 
Medicaid  program  when  the  AHCCCS  program  began,  the  experiences  of  other 
state  Medicaid  programs  were  used  as  the  basis  for  establishing  the 
initial  capitation  rates.    MSGI,  the  private  administrator  for  AHCCCS, 
contracted  with  Milliman  and  Robertson  Accounting  Actuaries  (M&R)  to  help 
develop  the  initial  capitation  rates.    HCFA  contracted  with  Actuarial 
Research  Corporation  (ARC)  to  review  the  rates  proposed  by  M&R. 
Determination  of  the  initial  rates  proceeded  very  smoothly.    M&R  proposed 
the  rates;  ARC  reviewed  them  and  made  recommendations  to  HCFA;  M&R  revised 
the  rates;  ARC  suggested  minor  revisions;  and  the  rates  were  eventually 
set. 

When  HCFA  approved  Arizona's  waiver  request  for  the  AHCCCS  program, 
it  made  it  clear  that  Arizona  was  expected  to  devise  a  methodology  for 
estimating  the  cost  savings  from  the  program,  that  the  cost  savings  would 
be  shared  on  a  50-50  basis  between  the  state  and  the  federal  government, 
and  that  any  cost  savings  would  be  rolled  into  reducing  the  capitation 
rates  in  future  years.    However,  HCFA  provided  no  time  frame  for  assessing 
cost  savings;  no  administrative  procedures  were  put  in  place  for  the 
review  process;  and  no  specific  methodology  for  estimating  the  cost 
savings  was  laid  out.    Arizona  was  put  in  the  position  of  proposing  a 
specific  rate-setting  methodology  and  a  methodology  for  evaluating  program 
cost  savings. 

When  AHCCCS  submitted  its  waiver  application  for  Year  2,  it  did 
provide  an  estimate  of  program  cost  savings  through  the  first  part  of 
Year  1.    However,  the  data  on  which  the  estimates  were  based  were  very 
incomplete,  and  AHCCCS  received  no  feedback  from  HCFA  on  the  methodology 
used  to  develop  the  savings  estimates.    In  approving  the  second-year 
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waiver,  HCFA  made  any  rate  increase  conditional  on  resolving  programmatic 
issues  related  to  American  Indians.    Thus,  as  AHCCCS  entered  its  second 
year,  it  continued  to  receive  the  same  rate  it  had  received  during  the 
first  year  of  the  program. 

At  the  end  of  the  first  year  of  AHCCCS,  Arizona  began  to  have 
problems  with  MSGI,  the  private  administrator.    The  contract  between  MSGI 
and  the  state  was  terminated  March  15,  1984.    Because  M&R  had  been  working 
with  MSGI  in  developing  the  capitation  rates  for  future  years  and  the  cost 
savings  estimation  methodology,  the  termination  of  the  contract  between 
the  state  and  MSGI  led  to  disruptions  in  completing  these  tasks. 

AHCCCS  encountered  numerous  problems  in  the  first  several  years  that 
had  major  impacts  on  its  ability  to  meet  the  terms  and  conditions  of  the 
demonstration.    As  a  result,  every  time  a  waiver  application  for  a  1-year 
continuation  was  approved,  HCFA  attached  a  number  of  terms  and  conditions 
to  the  approval.    There  were  6  special  terms  and  conditions  in  Year  1,  4 
in  Year  2,  14  in  Year  3,  18  in  Year  4,  17  in  Year  5,  and  14  in  Year  6.  In 
these  instances,  the  granting  of  a  rate  increase  was  conditional  on  the 
meeting  of  one  or  more  terms  or  conditions.    At  the  same  time,  AHCCCS 
never  produced  a  cost  savings  report.    Because  new  rates  were  to  be  based 
partly  on  the  cost  savings  from  previous  years  and  because  no  cost  savings 
reports  were  forthcoming,  no  rate  increases  were  granted. 

At  the  time  HCFA  granted  the  fourth-year  renewal  applications,  it  had 
not  received  any  completed  cost  savings  report  from  AHCCCS.    At  this  time, 
the  method  for  sharing  cost  savings  for  Years  4  and  5  was  revised  from  the 
50-50  split  that  had  previously  existed.    Under  the  new  terms,  HCFA  was  to 
retain  60%  of  any  savings;  the  state  would  keep  the  remaining  40%.  HCFA 
also  specified  a  change  in  the  determination  of  the  capitation  rate,  which 
was  to  occur  in  the  fourth  year.    Rather  than  basing  the  rate  on  95%  of 
the  cost  of  comparable  Medicaid  programs  for  each  eligibility  category, 
the  rate  for  each  category  was  to  be  the  lower  of  95%  of  the  cost  of 
comparable  Medicaid  programs  or  the  Year  3  rate  (which  was  the  same  as  the 
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Year  1  rate)  adjusted  for  1  year  of  inflation.    HCFA  contracted  with  ARC 
to  develop  rate  estimates  for  the  fourth  year. 

Not  until  December  1987  did  AHCCCS  actually  complete  a  cost  savings 
report.    The  report  covered  the  fourth  program  year.    There  appeared  to  be 
a  great  deal  of  confusion  at  AHCCCS  with  respect  to  the  appropriate 
methodology  to  be  used  in  developing  a  cost  savings  report.  Although 
AHCCCS  had  previously  submitted  a  report  for  Year  1,  it  appears  that 
institutional  memory  was  lost  when  the  MSGI  contract  was  terminated  and 
that  the  new  individuals  responsible  for  developing  the  report  did  not 
have  the  necessary  expertise.    AHCCCS  never  proposed  a  methodology  to  HCFA 
for  assessing  program  cost  savings.    Finally,  in  October  1987,  HCFA 
proposed  a  simple  methodology  for  assessing  cost  savings  that  relied  on  a 
comparison  of  program  revenues  and  expenses.    In  February  1988,  AHCCCS  was 
granted  its  first  rate  increase,  one  that  applied  to  Year  4  of  the 
program. 


Failure  of  the  Process 

The  experience  with  setting  rates  for  the  AHCCCS  program  has  been 
confusing  and  frustrating  for  both  AHCCCS  and  HCFA.    Because  of  the  short 
amount  of  time  allotted  to  program  implementation,  a  number  of  activities, 
such  as  rate  setting,  that  should  have  been  given  more  attention  were 
ignored  in  the  interest  of  getting  the  program  up  and  running. 

There  is  no  single  reason  why  the  rate-setting  process  was  never 
effectively  implemented.    Rather,  a  number  of  contributing  factors,  taken 
together,  explain  the  communications  breakdown  between  HCFA  and  AHCCCS 
over  this  issue  and  over  the  specifics  of  what  kind  of  report  on  cost 
savings  was  required  by  HCFA.    We  have  identified  seven  of  these  factors, 
which  are  discussed  in  the  following  paragraphs. 

One  of  the  most  important  factors  was  the  significant  amount  of  staff 
turnover  in  the  Director's  Office  at  AHCCCS. 
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A  second  factor  contributing  to  the  poor  functioning  of  the 
rate-setting  process  was  that  the  methodology  for  calculating  cost  savings 
was  never  laid  out  in  detail.    HCFA  proposed  a  procedure  for  rolling 
first-year  cost  savings  into  future  rates,  but  the  actual  specifics  were 
never  defined.    Several  interpretations  were  possible  as  to  how  to 
calculate  HCFA's  and  Arizona's  shares  of  the  savings.    It  would  have  been 
helpful  if  the  approach  could  have  been  carefully  set  down  and  agreed  to 
by  both  parties. 

Third,  the  time  required  to  obtain  the  data  necessary  to  perform  the 
cost  savings  analysis  was  much  longer  than  either  party  expected.  Claims 
for  Year  1  of  the  program  continued  to  be  paid  well  into  Year  3.  Although 
this  situation  was  due  partly  to  the  initial  problems  with  start-up  and 
the  chaos  that  ensued  in  the  early  years,  there  is  a  significant  lag,  even 
in  the  most  timely  processing  systems,  between  the  end  of  the  program  year 
and  the  time  when  reasonably  good  program  expenditure  data  become 
available.    A  reasonable  time  schedule  needs  to  be  set  up  for  the  delivery 
of  such  reports  in  future  efforts  of  this  type. 

Fourth,  AHCCCS  staff  did  not  appear  to  appreciate  the  constant 
negotiation  and  renegotiation  that  is  part  of  the  federal  funding 
process.    AHCCCS  wanted  the  federal  government  to  define  the  methodology 
specifically,  thereby  putting  the  state  in  the  role  of  the  critiquer.  The 
inability  of  the  state  to  accept  the  normal  federal  process  remains  a 
significant  problem  area  between  the  state  and  the  federal  government. 

Fifth,  there  did  not  appear  to  be  strong  actuarial  expertise  among 
the  AHCCCS  staff.    M&R,  as  subcontractors  to  MSGI,  performed  the 
first-round  estimates  of  program  cost  savings  for  AHCCCS.    When  MSGI  was 
terminated,  the  state  could  no  longer  use  M&R  as  consulting  actuaries. 
AHCCCS  had  to  procure  a  second  actuarial  consulting  firm  and  familiarize 
it  with  the  program.    AHCCCS  did  not  appear  to  have  sufficient  in-house 
expertise  to  understand  the  data  needed  for  the  cost  savings  analysis  or 
what  methodologies  might  be  used  to  assess  cost  savings.    The  new 
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actuaries  therefore  operated  in  a  vacuum  when  it  came  to  developing  the 
cost  savings  report. 

Sixth,  in  writing  the  special  terms  and  conditions  associated  with 
granting  each  year's  waiver  application,  HCFA  repeatedly  tied  the  granting 
of  rate  increases  to  compliance  with  the  terms  and  conditions.    If  AHCCCS 
was  unable  to  comply  with  these  terms  and  conditions,  or  chose  not  to,  it 
had  nothing  to  gain  by  performing  the  cost  savings  analysis.  An 
alternative  approach  might  have  been  to  set  a  fixed  dollar  penalty  for 
noncompliance  and  withhold  that  amount  from  payments  to  AHCCCS. 

Finally,  as  the  communication  channels  between  HCFA  and  AHCCCS 
deteriorated,  the  relationship  became  adversarial  rather  than 
cooperative.    Given  the  importance  of  the  program,  this  development  was 
very  unfortunate.    AHCCCS  was  designed  to  test  the  cost  impact  of 
introducing  competitive  elements  into  a  Medicaid  program.    The  adversarial 
nature  of  the  current  relationship  between  AHCCCS  and  HCFA  is  a  cause  for 
concern,  not  only  because  of  its  failure  to  provide  an  orderly  process  for 
defining  and  revising  capitation  rates,  but  also  because  it  could  affect 
federal  and  state  willingness  to  undertake  similar  innovative 
experiments. 


Lessons  Learned  Concerning  Setting  the  Arizona  Capitation  Rates 

A  number  of  lessons  can  be  learned  from  the  AHCCCS  experience  with 
respect  to  rate  setting.    First,  the  process  for  developing  the  initial 
rates  must  be  clearly  laid  out  and  agreed  to  by  both  parties.    The  process 
and  data  needed  to  establish  future  rates,  the  methodology  used  to  develop 
the  future  rates,  and  the  methodology  for  calculating  cost  savings  must  be 
clearly  defined.    The  rates  also  should  be  set  far  enough  in  advance  for 
the  state  to  develop  realistic  budget  requests. 

Second,  the  terms  and  conditions  that  need  to  be  met  before  a  state 
receives  any  rate  increase  (or  decrease)  should  be  specified  and  agreed  to 
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in  advance  by  both  parties.    The  federal  government  should  look  for 
options  other  than  the  withholding  of  rate  increases  to  sanction  states 
that  do  not  comply  with  certain  program  requirements. 

Third,  the  time  frame  for  developing  new  rates  and  estimating  cost 
savings  should  be  sufficient  to  take  account  of  the  usual  time  lags  for 
calculating  incurred-but-not-reported  expenses  as  well  as  unusual  time 
lags  due  to  program  start-up. 

Fourth,  it  is  very  important  that  senior  staff  on  both  sides  of  the 
rate  negotiation  process  maintain  a  strong  working  relationship.  AHCCCS 
felt  that  the  changing  of  the  methodology  for  calculating  rates  for  the 
fourth  year  of  the  program  was  unfair  and  showed  the  federal  government  as 
an  unreliable  business  partner.    HCFA  felt  that  AHCCCS  had  showed  its 
unreliability  as  a  partner  by  not  living  up  to  contract  terms  and 
conditions.    The  relationship  between  the  negotiating  parties  became 
strained,  resulting  in  frustration  on  both  sides.    Maintaining  respect  in 
the  negotiating  process  is  a  key  component  to  successful  state  rate 
setting. 
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2.  Throughout  our  discussion  of  the  AHCCCS  program,  we  use  several 
different  terms  to  refer  to  the  different  groups  of  people  covered  under 
AHCCCS.    In  general,  the  term  "eligibility  group"  or  "eligibility 
category"  refers  to  a  broad  definition  of  AHCCCS  enroll ees  based  on  the 
state  or  federal  program  through  which  they  have  become  eligible  for 
AHCCCS.    These  eligibility  groups  are  AFDC,  SSI,  MI/MN,  and  the  State 
Children's  Program. 

AHCCCS  further  divides  these  4  broad  eligibility  groups  into  13  "rate 
codes    for  internal  management  purposes.    These  rate  codes  are  AFDC  with 
Medicare;  AFDC  without  Medicare;  SSI  Aged  with  Medicare;  SSI  Aged 
eeIhS"t  ??dicare?  SSI  Blind  with  Medicare;  SSI  Blind  without  Medicare; 
SSI  Disabled  with  Medicare;  SSI  Disabled  without  Medicare;  Medically 
Indigent  with  Medicare;  Medically  Indigent  without  Medicare;  Medically 
Needy  with  Medicare;  Medically  Needy  without  Medicare;  and  the  State 
Children's  Program. 

For  the  purposes  of  the  bidding  process,  these  detailed  rate  codes  are 
combined  to  develop  "bid  categories."    Differences  in  bid  categories  are 
intended  to  reflect  differences  in  the  anticipated  cost  of  providing 
services.    For  example,  the  cost  of  coverage  for  an  MI/MN  enrollee 
W   u?/L Medicare  is  thought  to  be  substantially  different  from  that  of 
an  MI/MN  enrollee  with  Medicare  coverage.    These  bid  categories  have 
changed  over  time     In  1987,  categories  for  the  6th  Year  bids  were  AFDC; 
Si1":  c  ,    1  ulth  Medicare;  Disabled  SSI  without  Medicare;  Aged  and 
Blind  SSI  with  Medicare;  Aged  and  Blind  SSI  without  Medicare;  MI/MN  with 
Medicare;  MI/MN  without  Medicare;  and  State  Children's  Program.  (A 
separate  bidding  process  was  used  for  SOBRA  eligibles.) 

3.  In  calculating  our  price  index,  we  first  calculated  the  average 
capitation  rate  that  AHCCCS  paid  to  each  plan  for  a  given  rate  code 
category.    This  was  done  by  dividing  total  capitation  payments  to  each 
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plan  oy  the  number  of  member-months  of  enrollment  in  a  given  plan  and 
rate  code  for  each  year.    We  converted  this  to  an  average  capitation 
payment  per  county  for  each  rate  code  by  weighting  by  the  number  of 
enrollees  in  each  rate  code  in  each  plan.    Mathematically,  we  calculated 
the  following: 
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CRrc   =    average  capitation  payment  for  rate  code  r,  in 

county  c,  for  the  first  12  months  of  the  program. 

Rrptc  3    average  capitation  payment  for  rate  code  r,  for 

plan  p,  in  time  period  t  (t  =  1  month),  in  county  c. 

^rptc  =    number  of  member-months  in  rate  code  r,  for  plan  p, 
in  time  period  t,  in  county  c. 
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5.  For  the  purposes  of  computing  an  adjusted  per  capita  cost,  enrollees 
were  divided  into  5  different  eligibility  categories.    These  categories 
differ  from  the  general  eligibility  categories,  rate  code  categories, 
and  bid  categories  discussed  in  footnote  2  above.    These  5  categories 
were:  1)  AFDC;  2)  SSI  Disabled  with  Medicare;  3)  SSI  Disabled  without 
Medicare;  4)  MI/MN  without  Medicare;  and  5)  all  other  groups,  consistinq 
of  SSI  Aged  and  Blind  with  Medicare,  SSI  Aged  and  Blind  without 
Medicare,  and  MI/MN  with  Medicare. 

6.  It  should  be  noted,  however,  that  for  some  of  the  plans  and  some  kinds 
of  providers,  payments  by  the  plan  to  providers  are  based  on  submission 
of  a  claim.    Thus,  for  these  plans  and  providers,  submission  of 
encounter  data  to  AHCCCS  would  require  only  reformatting  of  the  data 
into  the  AHCCCS  format. 
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Ill    THE  OUTCOME  ISSUES 


Overview 

The  previous  chapter  laid  out  findings  with  respect  to  the 
implementation  and  operation  of  the  program's  major  features.  This 
chapter  focuses  on  our  outcome  assessments: 

■  What  did  the  program  cost? 

■  What  was  the  overall  utilization  of  services  under  the  program? 

■  Did  beneficiaries  receive  high-quality  health  care? 

■  Did  beneficiaries  have  access  to  care  and  were  they  satisfied  with 
the  care  received? 

Each  of  these  analyses  is  discussed  in  the  sections  that  follow.    For  each 
analysis,  the  primary  emphasis  is  how  AHCCCS  compares  with  traditional 
Medicaid.    The  assessment  of  costs  for  the  first  5  years  of  the  AHCCCS 
program  is  described  in  detail  in  three  project  reports.1  The 
utilization  analysis  is  based  on  several  working  reports  on  data  quality 
in  the  early  years  of  the  program2  and  an  analysis  of  Year  4  and  Year  5 
program  data.3    The  qual ity-of-care  findings  are  based  on  a  review  of 
medical  records  conducted  in  the  summer  of  1988,  covering  services 
delivered  from  November  1985  through  April  1987. 4    The  access  and 
satisfaction  analysis  is  based  on  a  household  interview  with  program 
beneficiaries  held  in  the  summer  of  1985. 5 
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Cost  of  the  Program 


In  this  section,  we  discuss  our  evaluation  of  the  cost  of  the  AHCCCS 
program.    First,  we  describe  the  importance  of  an  evaluation  of  the 
overall  cost  of  the  program.    Next,  we  describe  our  approaches  for 
estimating  the  cost  of  a  traditional  Medicaid  program  in  Arizona. 
Following  that,  we  present  our  methodology  for  estimating  AHCCCS  program 
costs.    The  next  section  presents  our  estimates  of  program  savings,  and 
the  final  section  discusses  implications  for  AHCCCS  and  the  federal 
government. 

Importance  of  Evaluating  the  Cost  of  the  Program 

The  uniqueness  of  the  AHCCCS  program  lies  in  its  procompetitive 
approaches  to  controlling  health  care  costs.    These  approaches  include  the 
selection  of  providers  through  competitive  bidding  and  payment  to 
providers  and  to  the  state  on  a  prepaid  capitated  basis. 

To  perform  our  evaluation,  we  estimated  the  cost  of  a  traditional 
Medicaid  program  in  Arizona  both  prospectively  and  retrospectively.  The 
prospective  approach  is  based  on  the  cost  of  equivalent  Medicaid 
programs.    Federal  capitation  to  the  state  was  initially  set  at  95%  of  the 
prospective  estimate  of  the  cost  of  a  Medicaid  program  in  Arizona  (the 
"agreed  rates").    The  5%  reduction  of  the  estimated  rate  provided  for 
savings  to  the  federal  government  of  5%  of  prospective  estimates  of  the 
cost  of  a  traditional  Medicaid  program  in  Arizona. 

The  retrospective  approach  for  estimating  the  cost  of  a  traditional 
program  in  Arizona  uses  actual  data  for  each  year  from  states  with  similar 
Medicaid  programs.    These  estimates  were  prepared  with  all  the  advantages 
of  hindsight. 
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Estimating  the  Cost  of  a  Traditional  Medicaid  Program  in  Arizona 
Prospective  Rates 

Because  Arizona  did  not  have  a  traditional  Medicaid  program  before 
AHCCCS,  it  was  difficult  to  estimate  how  much  a  Medicaid  program  would 
have  cost  had  a  traditional  program  been  adopted  in  lieu  of  AHCCCS.  The 
estimates  for  FY  1983,  the  first  year  of  the  program,  were  based  on  the 
average  of  FY  1981  data  on  Medicaid  per  capita  costs  in  three  neighboring 
states  (California,  New  Mexico,  and  Texas),  projected  forward  by  using 
estimates  of  annual  cost  increases  of  18%  per  eligible  for  inpatient  care, 
13%  for  physicians'  services  and  drugs,  and  16%  for  other  services. 

For  FY  1984  and  FY  1985,  the  second  and  third  years  of  the  program, 
there  were  no  increases  in  the  federal  capitation  rates.    For  FY  1986,  the 
fourth  program  year,  the  rate  for  each  category  of  eligibility  increased 
by  the  lower  of:    (1)  the  FY  1985  rate  (the  initial  capitation  rate) 
increased  by  1  year  of  inflation,  or  (2)  an  estimate  of  FY  1984 
traditional  Medicaid  costs  increased  by  2  years  of  inflation.    For  the 
fifth  year  of  the  program,  FY  1987,  there  were  no  increases  in  the  federal 
capitation  rate. 


Retrospective  Rates 

Because  cost  per  eligible  varies  significantly  among  states,  it  was 
felt  that  a  more  accurate  estimate  of  traditional  Medicaid  program  costs 
could  be  made  if  the  set  of  comparison  states  was  enlarged  from  the  three 
states  used  to  determine  the  initial  rates.6    Two  considerations  were 
used  in  selecting  appropriate  comparison  states:    the  quality  of  the  cost 
and  eligibility  data  submitted  by  the  state,  and  the  similarity  of  the 
Medicaid  program  in  the  state  to  the  AHCCCS  program  in  Arizona. 

With  respect  to  the  first  consideration,  it  is  clear  that  data 
quality  is  better  in  states  that  have  a  fully  operating  Medicaid 
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Management  Information  System  (MMIS)  than  in  states  that  have  not  fully 
implemented  an  MMIS.    Therefore,  we  limited  our  potential  comparison 
states  to  those  with  an  MMIS  in  operation  in  FY  1981,  2  years  before  the 
beginning  of  AHCCCS. 

The  second  consideration  was  to  select  comparison  states  that  had 
programs  similar  in  coverage  to  the  program  in  Arizona.    To  do  this,  we 
looked  separately  at  the  service  coverage  available  to  the  three  major 
eligibility  groups:    aged,  disabled,  and  AFDC.    Twenty  comparison  states 
were  used  for  aged  SSI  and  disabled  SSI  comparisons,  and  13  comparison 
states  were  used  for  the  AFDC  comparisons.    The  methodology  adjusts  for 
geographic  cost  differences  between  states  and  for  differences  in  the 
proportion  of  dual  Medicare/Medicaid  eligibles.    Because  the  per  capita 
costs  of  some  states  were  outliers,  a  truncated  mean  cost  per  eligible  was 
calculated  for  the  comparison  states.    States  with  per  capita  costs  beyond 
one  and  one-half  standard  deviations  of  the  mean  were  truncated  to  those 
values.^ 

AHCCCS  Program  Costs 


The  five  major  categories  of  program  cost  were: 


(1)  Capitation  payments  to  plans:    payments  from  AHCCCS  to  the 
participating  health  plans  for  provision  of  care  on  a  prepaid 
capitation  reimbursement  basis. 

(2)  Fee-for-service  claims:    payments  to  hospitals,  physicians,  and 
other  providers  for  services  rendered  to  program  eligibles  not 
enrolled  in  prepaid  plans. 

(3)  Reinsurance  claims:    payments  from  AHCCCS  to  participating  plans 
for  claims  incurred  by  the  plans  in  excess  of  a  deductible  for 
an  individual  member  during  a  12-month  contract  period. 

(4)  Medicare  Part  B  premiums:    payments  by  the  state  for 
Supplemental  Medical  Insurance  (SMI)  premiums  to  buy  AHCCCS 
eligibles  who  were  also  eligible  for  Medicare  into  Part  B  of 
Medicare. 
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(5)    Deferred-liability  claims:    payments  from  AHCCCS  to 

participating  plans  for  claims  incurred  by  plans  for  persons 
hospitalized  at  the  time  of  plan  enrollment  and  for  other 
specified  conditions. 

The  deferred-liability  coverage  became  applicable  to  federal  eligibles 
during  the  fourth  program  year.  In  addition,  the  state  began  a  third- 
party  recovery  program  that  became  applicable  in  the  fourth  program  year. 

This  evaluation  focused  on  the  cost  of  medical  services  delivered  to 
categorically  eligible  AFDC  and  SSI  eligibles.    It  did  not  cover  the  cost 
of  services  to  the  medically  indigent/medically  needy,  American  Indians, 
Crippled  Children's  Services,  and  new  programs  resulting  from  program 
expansion  (e.g.,  State  Children's  Program,  and  SOBRA  eligibles).    The  cost 
of  administration,  which  is  higher  than  the  average  comparable  Medicaid 
program,  was  also  excluded  from  the  analysis.8 


Estimates  of  Savings 


In  this  section  we  discuss  the  cost  savings  of  the  AHCCCS  program 
from  two  perspectives:    the  AHCCCS  perspective  and  the  HCFA  perspective. 
The  AHCCCS  perspective  compares  AHCCCS's  incurred  costs  with  the  estimated 
cost  of  a  traditional  fee-for-service  Medicaid  program  in  Arizona.  The 
HCFA  perspective  compares  the  payments  by  HCFA  to  Arizona  under  the 
capitation  reimbursement  agreement  with  the  estimated  incurred  cost  to 
HCFA  of  a  traditional  Medicaid  program  in  Arizona. 

The  financial  performance  of  the  program  was  evaluated  according  to 
both  prospective  and  retrospective  standards.    The  prospective  standard 
was  based  on  the  set  of  rules  agreed  to  by  HCFA  and  the  state  of  Arizona 
in  determining  the  federal  capitation  payments.    For  the  first  year,  this 
clearly  was  an  appropriate  standard,  both  because  the  parties  agreed  to  it 
and  because  AHCCCS  used  it  in  determining  its  budget  and  policies.  AHCCCS 
prepared  financial  projections  and  accepted  capitation  agreements  with 
plans  on  the  basis  of  the  prospectively  determined  rates.  However, 
because  it  was  prospective,  this  standard  included  estimates  of  costs, 
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some  of  which  proved  to  be  inaccurate.    Specifically,  the  actual  inflation 
rate  turned  out  to  be  substantially  lower  than  the  rates  used  for  the 
estimates. 

After  the  first  year,  the  appropriateness  of  using  the  prospective 
standard  becomes  less  clear.    Because  AHCCCS  did  not  provide  the  federal 
government  with  the  kind  of  operating  data  (for  example,  on  plan  finances 
and  on  beneficiary  utilization)  that  were  required  as  conditions  of  their 
demonstration,  federal  payment  rates  were  not  changed  in  Year  2  and 
Year  3.    Even  though  Arizona  never  officially  agreed  to  the  rates  as  fair 
compensation,  they  did  accept  the  revenue;  and  when  it  had  a  shortfall, 
the  state  appropriated  the  additional  funds.    Thus,  for  these  periods  and 
those  following  them,  it  is  debatable  whether  or  not  the  prospective 
standard  is  appropriate. 

The  other  standard  was  to  compare  the  incurred  cost  of  the  program 
with  the  best  retrospective  estimate  of  what  a  traditional  Medicaid 
program  would  have  cost  in  Arizona.    This  estimate  was  based  on 
retrospectively  calculating  the  average  incurred  per  capita  cost  of 
Medicaid  programs  in  other  states  for  services  included  in  Arizona's 
program.    This  was  called  the  "retrospective  rates"  standard. 

Estimates  of  Savings  According  to  the  AHCCCS  Perspective 

The  cost  savings  were  determined  as  the  difference  between  the  actual 
incurred  costs  and  the  estimated  costs  of  a  traditional  Medicaid  program 
in  Arizona.    To  calculate  the  cost  of  a  traditional  Medicaid  program  using 
the  prospective  standard,  "agreed  rates"  by  eligibility  category  were 
multiplied  by  the  number  of  reimbursable  federal  beneficiary-months  To 
calculate  the  cost  of  a  traditional  program  using  the  retrospective 
standard,  our  estimate  of  the  average  cost  per  Medicaid  beneficiary 
eligibility  category  (i.e.,  the  "retrospective  rate")  was  multiplied  ■ 
the  number  of  months  of  eligibility. 
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Table  1 1 1 - 1  summarizes  our  estimates  of  the  cost  savings  of  the 
AHCCCS  program  according  to  the  prospective  and  retrospective  standards. 
Negative  savings  estimates  for  a  particular  year  indicate  that  the  actual 
incurred  AHCCCS  costs  exceeded  the  estimated  costs  of  a  traditional 
Medicaid  program  in  Arizona  for  that  year. 

As  shown  in  Table  1 1 1  - 1 ,  according  to  the  prospective  standard,  the 
AHCCCS  program  saved  $2.1  million  in  the  first  year,  which  was  2.6%  of  the 
cost  of  a  traditional  program.    AHCCCS  showed  small  negative  savings  in 
the  second  and  third  years,  positive  savings  of  $4.1  million  in  the  fourth 
year,  and  negative  savings  of  -$5.0  million  in  the  fifth  year.  Overall, 
there  was  a  slight  positive  saving  of  $450,000  for  AHCCCS,  according  to 
the  prospective  method  of  estimating  the  cost  of  a  traditional  Medicaid 
program  in  Arizona. 

According  to  the  retrospective  standard,  the  incurred  costs  of  AHCCCS 
in  the  first  year  exceeded  the  estimated  cost  of  a  traditional  program  by 
$1.8  million.    In  the  next  4  years,  however,  AHCCCS  showed  net  positive 
savings,  ranging  from  $3.2  million  in  FY  1984  to  $11.8  million  in  FY  1987. 
Using  the  retrospective  method  for  estimating  the  cost  of  a  traditional 
Medicaid  program,  we  calculated  a  total  saving  of  $30.4  million  over  the 
first  5  years  for  AHCCCS. 


Estimates  of  Savings  According  to  the  HCFA  PersnectivP 

Table  III-2  summarizes  the  savings  of  the  AHCCCS  program  from  the 
perspective  of  HCFA.    The  HCFA  savings  are  estimated  according  to  both  the 
prospective  and  retrospective  standards.    The  prospective  standard  by 
definition  produces  a  5%  HCFA  saving  over  a  traditional  Medicaid  program 
in  Arizona  because  HCFA  paid  95%  of  the  estimated  cost  of  a  traditional 
program.    For  the  first  5  years  of  the  program,  the  HCFA  savings, 
according  to  the  prospective  standard,  amounted  to  $15.3  million. 
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Table  1 1 1  - 1 


ESTIMATED  AHCCCS  SAVINGS  ACCORDING  TO  PROSPECTIVE 
STANDARD  AND  RETROSPECTIVE  STANDARD 

Standard  FY  1983  FY  )984  FJU985  £0986  tUW.  Mid  

PrX2EtTf  !w               $2,122,043            ($84,894)         ($690,373)       $4,072,685  ($4,968,315)  $451,146 

FSSJiiS.lu,ttliBi1 

ReZ°oZCtof  V^T6           (1,768,936)        3,184,838        10,678,588          6,534,490  11,806,406  30,435,386 

Percent  of  traditional                                 ^                lfl  4               g  ?  fl  3  58 


program  costs 


Table  1 1 1  -  2 


ESTIMATED  HCFA  SAVINGS  ACCORDING  TO  PROSPECTIVE 
STANDARD  AND  RETROSPECTIVE  STANDARD 

 Standard   FY  1983  FY  1984  FY  1985   FY  1986  

Prospective  standard 

Amount  of  savings  $2,433,449         $2,685,796       $2,783,908  $3,466,438 

Percent  of  traditional 

program  costs  5.0  5.0  5.0  5.0 

Retrospective  standard 
Amount  of  savings  74,498  4,652,501         9,706,692  4,999,650 

Percent  of  traditional 

program  costs  0.2  8.4  15.5  7.1 


Using  the  retrospective  standard  based  on  the  actual  cost  of  similar 
Medicaid  programs,  the  amount  of  HCFA  savings  for  the  first  5  program 
years  was  $33.8  million.    These  savings  represented  10.4%  of  the  federal 
share  of  traditional  program  costs. 

Pi  scussion 

During  the  program's  first  5  years,  AHCCCS  medical  service 
expenditures  increased  64.1%,  from  $79.1  million  to  $129.8  million.  This 
corresponds  to  a  compound  annual  rate  of  increase  of  13.2%  in  total 
medical  service  program  expenditures.    The  increases  varied  by  category  of 
eligibility  and  program  year. 

From  FY  1983  to  FY  1987,  the  number  of  federally  qualified  persons 
eligible  for  AHCCCS  increased  by  33%.    Table  III-3  compares  the  "per 
capita"  increases  in  the  AHCCCS  program  with  those  of  a  traditional 
Medicaid  program.    In  the  period  from  FY  1983  to  FY  1987,  the  average 
AHCCCS  per  capita  cost  increased  by  23.1%,  or  at  an  annual  rate  of  5.3%. 
During  the  same  time  period,  the  cost  of  a  traditional  Medicaid  program  in 
Arizona  was  estimated  to  have  increased  by  37.3%,  or  at  an  annual  rate  of 
8.2%.    Thus,  the  increase  in  the  AHCCCS  per  capita  cost  was  14.2%  lower 
than  that  of  a  traditional  program  over  the  FY  1983-87  period.  This 
corresponds  to  a  3%  lower  rate  of  increase  per  year. 

The  program  appears  to  have  stayed  within  its  prospectively 
determined  budget  (based  on  the  rates  used  for  HCFA  payment),  even  though 
the  federal  reimbursement  rates  increased  only  once  during  the  first  5 
years  of  the  program.    The  program  also  seems  to  be  doing  better  than 
other  Medicaid  programs  with  respect  to  the  rate  of  increase  in  medical 
service  costs. 

Using  the  "retrospective  rates"  as  a  basis  of  comparison,  the  AHCCCS 
program  produced  cost  savings  from  the  AHCCCS  prospective  rates  of  $30.4 
million  during  its  first  5  years  of  operation.    For  total  medical  service 


112 


Table  1 1 1  - 3 


COMPARISON  OF  THE  AHCCCS  PROGRAM  COST  INCREASES  FY  1983  TO  FY  1987  WITH 
ESTIMATES  OF  THE  COST  INCREASES  OF  A  TRADITIONAL  MEDICAID  PROGRAM, 

BY  CATEGORY  OF  El IGIBILITY 

Weighted 

AFDC  Aged  HI ind  Disabled  __Ayeragel__ 

Percentage  increase  in: 
Incurred  AHCCCS  program 

outlays  38.6  95.2  56.7  94.9  64.1 

Average  monthly  per  capita 
costs  3.1  84.0  26.3  36.2  23.1 

Retrospective  estimate  of 
average  monthly  per  capita 
cost  of  a  traditional 
Medicaid  program 

Difference  between  AHCCCS 
program  cost  (average  monthly 
per  capita  cost)  and  cost  of 
traditional  Medicaid 
program 


33.2 


66.2 


NA 


33.8 


37.3 


30.1 


17.8 


NA 


2.4 


14.2 


*  Weighted  to  the  Arizona  distribution  of  beneficiaries  by  category  of  eligibility. 


program  costs,  there  was  a  small  loss  in  the  first  year,  followed  by 
savings  in  the  next  4  years  that  averaged  7%  of  the  cost  of  a  traditional 
Medicaid  program  in  Arizona.    However,  it  should  be  noted  that 
administrative  costs,  which  are  not  included  in  this  analysis,  are  higher 
than  the  average  of  comparative  Medicaid  programs.^ 

From  these  data  it  appears  that  AHCCCS  has  shown  great  promise  in 
operating  at  least  as  efficiently  as  traditional  Medicaid  programs.  Our 
data  actually  showed  AHCCCS  to  be  a  slightly  less  costly  program  with 
smaller  increases  in  Medicaid  medical  care  costs.    Whether  this  is  a 
finding  general izable  to  other  time  periods  and  other  states  is  an  issue 
for  future  study  and  evaluation. 

Utilization  of  Services 

An  analysis  of  the  utilization  of  medical  care  services  is  an 
important  component  in  understanding  how  a  medical  care  program  is 
performing.    Utilization  has  a  direct  and  important  influence  on  program 
cost.    A  less  obvious  but  equally  important  relationship  exists  between 
quality  and  service  utilization.    Similarly,  a  patient's  access  to  and 
satisfaction  with  AHCCCS  will  be  reflected  in  service  utilization. 

Our  analysis  of  the  utilization  of  medical  care  services  is  based  on 
encounter  data  collected  by  AHCCCS  from  the  plans.    Other  sections  of  this 
report  present  our  assessment  of  the  encounter  data  collection  effort  and 
the  quantity  and  quality  of  the  data  collected.    Although  these  sections 
point  out  potential  problems  with  the  quality  of  the  encounter  data,  we 
believe  that,  in  general,  it  is  usable  for  the  type  of  utilization 
analysis  presented  here.    The  encounter  data  section  in  Chapter  II 
discusses  in  detail  potential  problems  with  the  data.    To  summarize: 
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■  There  is  reason  to  suspect  that  our  utilization  data  may  be 
underreported: 

-  The  amount  of  Year  4  encounter  data  reported  is  less  than 
that  for  Year  5. 

-  Encounter  data  reported  for  the  population  65  and  over  looks 
suspiciously  low. 

-  Data  validation  efforts  conducted  by  AHCCCS  on  maternity 
hospitalizations  show  omission  rates  of  10%  (Year  4)  and 
7%  (Year  5).  ; 

-  Comparison  of  hospital  encounter  data  with  plans'  census  data 
indicates  possible  underreporting  of  9%  to  12%. 

■  There  is  potential  in  encounter  data,  as  in  claims  data,  for 
distortions  due  to  inconsistencies  in  billing. 

■  Our  investigations  of  encounter  data  outliers  indicated  that  there 
were  significant  unexplained  differences  between  the  plans  and 
years  for  some  services.    Thus,  we  should  be  cautious  in  relying 
on  specific  rates,  especially  those  for  individual  plans,  detailed 
services,  and  the  population  65  and  over. 

■  Our  results  (based  on  a  very  limited  sample)  comparing  AHCCCS 
medical  record  physician  visit  data  against  encounter  data,  and 
New  Mexico  medical  record  physician  visit  data  against  claims, 
indicated  that  AHCCCS  data  were  more  often  found  in  the  chart 
than  the  New  Mexico  data  (80%  vs.  72%)  11 


Below  we  present  overall  utilization  statistics,  compare  the 
utilization  data  among  the  plans,  and  compare  overall  utilization  data 
against  external  sources.    We  conclude  with  an  overall  discussion  of  the 
findings . 


Overall  Utilization  Finding'; 

Table  1 1 1 -4  presents  the  overall  utilization  rates  found  in  the  Year 
4  and  Year  5  AHCCCS  program  data  by  major  type  of  service  and  eligibility 
group.    For  hospital  utilization,  total  hospital  days  were  1,231  per  1,000 
person-years,  admissions  were  259  per  1,000  person-years,  and  the  average 
length  of  stay  was  4.8  days.    Not  surprisingly,  AFDC  enrollees  had 
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Table  1 1 1-4 

SELECTED  UTILIZATION  MEASURES 
PER  1,000  PERSON -YEARS 
BY  ELIGIBILITY  GROUP 


AFDC 

SSI 

MI/MN 

Total 

Hospital  utilization 

Days  nospiidMzsa 

1 ,5Z7 

Z,379 

1  ,Z31 

Admissions 

173 

246 

385 

259 

Average  length  of  stay 

3.2 

6.6 

6.3 

4.8 

Physician  services 

Physician  medical  services 

4,325 

7,777 

7,614 

6,021 

Visits 

4,085 

6,704 

6,925 

5,477 

Inpatient 

278 

1,029 

1,092 

677 

Outpatient 

3,808 

5,675 

5,833 

4,800 

Procedures 

240 

1,073 

689 

544 

Surgery 

262 

445 

558 

389 

Minor 

174 

323 

346 

256 

Major 

89 

123 

212 

133 

Ancillary  services 

Laboratory 

1,977 

4,217 

3,744 

2,965 

Radiology 

561 

1,630 

1,495 

1,060 

Pharmacy 

3,704 

16,454 

8,307 

7,663 

Durable  medical  equipment 

67 

553 

260 

223 
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consistently  lower  utilization  than  the  other  eligibility  groups.  The 
MI/MN  enrollees  had  the  highest  utilization  rates  for  days  hospitalized 
and  admissions,  while  SSI  enrollees  had  the  highest  lengths  of  stay. 

Table  1 1 1 -4  also  presents  rates  for  physician  services.  Physician 
services  are  divided  into  medical  services  and  surgeries.    Overall,  there 
were  6,021  physican  medical  services  provided  per  1,000  person-years,  or 
6.0  services  per  person  per  year.    AFDC  enrollees  had  the  lowest 
utilization  rate;  the  SSI  and  MI/MN  utilization  rates  were  about  the 
same.    Eighty-two  percent  of  physician  medical  services  were  visits,  and 
18%  were  procedures. 

The  overall  surgery  rate  was  389  per  1,000  person-years.    Rates  were 
lowest  for  AFDC  beneficiaries  and  highest  for  MI/MN  beneficiaries.  When 
we  divided  surgical  rates  into  major  and  minor  surgery,12  we  found  that 
two-thirds  of  the  surgeries  were  minor. 

Among  ancillary  services,  laboratory  utilization  was  2,965  per  1,000 
person-years,  radiology  1,060,  pharmacy  7,663,  and  durable  medical 
equipment  utilization  223  per  1,000  person-years.    For  each  service, 
utilization  was  lowest  for  AFDC,  next  lowest  for  MI/MN,  and  highest  for 
SSI.    Pharmacy  and  durable  medical  equipment  (DME)  use  among  SSI  enrollees 
were  particularly  high.    This  again  supports  the  earlier  warning  of 
potential  underreporting  of  utilization  of  physician  services  for  those  65 
and  over.    Because  Medicare  does  not  currently  cover  prescription  drugs, 
pharmacy  encounters  would  not  be  susceptible  to  the  potential  reporting 
problems  of  crossover  claims. 

We  also  examined  utilization  for  a  group  of  individuals  who  were 
continuously  enrolled  for  all  of  Year  4  and  Year  5  (called  the  cohort). 
Those  continuously  enrolled  during  Year  4  and  Year  5  were  only  11%  of 
those  enrolled  at  any  time  during  the  2-year  period.    Most  of  the  cohort 
utilization  rates  reported  were  substantially  below  the  rates  for  all 
enrollees.    Hospital  use  rates  for  the  continuously  enrolled  AFDC 
beneficiaries  was  45%  as  high  as  the  use  rates  for  the  general  AFDC 
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population.    The  rate  of  physician  medical  services  provided  was  88%  of 
the  rate  of  physician  medical  services  of  the  general  population  rates. 
Continuously  enrolled  SSI  beneficiaries  had  60%  of  the  number  of  days 
hospitalized  and  85%  of  the  number  of  physician  medical  visits  of  the 
general  population.    An  interesting  side  effect  of  this  analysis  was  a 
preliminary  indication  of  more  volatility  than  would  have  been  expected  in 
enrollment.    Sixty-two  percent  of  enrollees  were  enrolled  for  less  than  12 
months.    Median  enrollment  fell  in  the  6-  to  8-month  range. 

To  examine  the  distribution  of  the  use  of  services  we  looked  at  the 
cohort's  utilization  of  hospital  days  and  physician  medical  visits  in  Year 
5.    Ninety  percent  of  all  cohort  members  had  no  hospital  days;  5%  had  5 
days  or  less  of  hospitalization;  and  4%  had  6  or  more  hospital  days. 
Twenty  nine  percent  of  all  cohort  members  had  no  physician  medical 
services;  29%  had  1  to  3  services;  17%  had  4  to  7  services;  11%  had  7  to 
10  services;  and  15%  had  more  than  10  services. 

Those  who  were  enrolled  in  an  AHCCCS  plan  for  the  entire  2  years  of 
the  study  but  who  did  not  use  either  a  hospital  or  a  physician  service 
were  also  identified  for  study.    Overall,  18%  of  all  cohort  members  had  no 
utilization:  12%  of  AFDC  cohort  enrollees,  7%  of  MI/MN  cohort  enrollees, 
and  a  suspiciously  high  24%  of  SSI  cohort  enrollees.    Nonusers  were  most 
often  SSI  eligibles,  males,  and  urban. 

In  summary,  we  found  rates  about  what  we  expected  for  the  AFDC 
enrollees  and  MI/MN  enrollees.    However,  SSI  rates  were  much  lower  than 
expected.    In  addition,  those  individuals  who  were  continuously  enrolled 
in  the  program  for  a  2-year  period  had  very  low  hospitalization  rates 
compared  with  the  rates  reported  for  all  enrollees. 

Comparison  of  the  AHCCCS  Plans 

Table  1 1 1 - 5  summarizes  the  major  utilization  measures  across  the 
AHCCCS  plans.    At  the  bottom  of  the  table  is  the  average  utilization 
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Table  1 1 1  -  5 


COMPARISON  OF  THE  AHCCCS  PLAN  UTILIZATION  INDICES  FOR 
SELECTED  UTILIZATION  MEASURES 


Utilization  index,  all  plans 
APCI  (28,278)* 
AP/IPA  (34,755) 
CAP  (1,460) 

Doctor's  Health  Plan  (1,100) 
Dynamic  (703)  (Year  4  only) 
FHPNA  (1,800) 
Gila  (1,384) 
Maricopa  (22,833) 
Mercy  Care  Plan  (22,246) 
NAFHP  (2,881) 
PHP  (4,657) 

Pima  Health  Plan  (7,993) 
Pinal  General  (2,883) 
SHS/MCS  (387) 
UFC  (4,876) 

Average  utilization 
per  1,000  person-years 


HosDi  tal 

Phvsician 

Anci 1 1 arv 

Days 

Admi  ssions 

Medical 

Surqical 

Lab 

Pharmacy 

1 .00 

1.00 

1 .00 

1.00 

1.00 

1 .00 

0.94 

0.93 

1.09 

2.25 

0.94 

0.99 

0.98 

1.03 

0.90 

0.90 

0.84 

1.07 

0.77 

0.88 

0.71 

0.83 

0.60 

0.93 

0.61 

0.65 

0.94 

1.08 

1.09 

1.13 

0.42 

0.59 

0.96 

0.77 

0.52 

0.64 

0.62 

0.73 

0.71 

0.95 

0.52 

0.89 

0.43 

0.61 

0.95 

0.63 

0.63 

1.04 

1.07 

1.03 

1.05 

0.57 

1.41 

1.07 

1.16 

1.04 

0.97 

1.00 

0.94 

0.90 

1.02 

1.15 

0.86 

1.00 

0.33 

1.26 

1.22 

1.14 

1.29 

1.63 

0.92 

1.07 

0.89 

0.96 

1.09 

0.54 

1.32 

0.53 

0.96 

1.02 

0.99 

0.85 

0.84 

1.31 

0.91 

1.05 

1.08 

0.98 

0.98 

1.10 

1.00 

1.10 

0.98 

3.30 

1.36 

1.10 

1,231 

259 

6,021 

389 

2,965 

7,663 

*  Average  yearly  enrollment  during  Year  4  and  Year  5  is  given  in  parentheses  after  the  plan  name. 


across  all  plans.    In  the  main  part  of  the  table  are  utilization  indices. 
The  index  is  a  measure  of  plan  utilization  adjusted  to  the  average  program 
eligibility  group  distribution  of  enrollees.    The  index  for  each  plan  is 
constructed  by  dividing  the  utilization  for  each  eligibility  group  by  the 
total  program  utilization  for  the  same  eligibility  group.  These 
eligibility  group  ratios  are  then  weighted  by  the  plan's  overall 
el igibil ity  mix.^ 

The  table  shows  considerable  variation  in  the  utilization  reported  by 
the  plans.    Plan  utilization  indices  for  days  hospitalized  ranged  from  a 
high  of  1.22  to  a  low  of  .42  (Table  I I 1-5) .    Dynamic  Health  Services, 
Gila,  Doctor's  Health  Plan,  FHPNA,  and  CAP  had  utilization  indices  below 
.8.    Plans  with  utilization  index  above  1.15  were  Mercy  Care  Plan  and 
PHP.    For  hospital  admissions,  PHP  had  an  index  of  1.14.    Also  among  the 
plans  with  high  admission  rates  were  NAFHP  (1.15)  and  UFC  (1.10).  Dynamic 
Health  Services,  Doctor's  Health  Plan,  Gila  and  FHPNA  had  utilization 
indices  below  .75. 

For  physician  medical  services,  plan  utilization  indices  ranged  from 
a  high  of  1.29  to  a  low  of  .71  (Table  I I I -5) .    CAP  and  FHPNA  had 
utilization  indices  of  a  low  .71.    PHP  had  a  utilization  index  of  1.29. 
Surgery  indices  varied  widely,  from  a  high  of  3.3  to  a  low  of  .54.  UFC 
had  the  highest  utilization  index  (3.30)  followed  by  APCI  (2.25).  Pima, 
Maricopa,  and  Gila  all  had  low  surgical  indices,  below  .65. 

Table  1 1 1 - 5  also  shows  utilization  indices  for  selected  ancillary 
services.    Laboratory  indices  ranged  from  1.36  to  .33.    NAFHP,  FHPNA, 
Dynamic  Health  Services,  and  CAP  all  had  utilization  indices  of  .60  or 
below.    Maricopa,  UFC,  and  Pima  Health  Plan  all  had  utilization  indices 
above  1.30.    Pharmacy  utilization  showed  a  slightly  different  trend. 
Indices  ranged  from  1.31  to  .53,  with  Pima  Health  Plan  and  Dynamic  Health 
Services  reporting  data  supporting  utilization  indices  below  .65.  Pinal 
General  and  NAFHP  had  utilization  indices  over  1.25. 
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In  summary,  we  found  that  the  utilization  indices  tended  to  be 
consistent  across  types  of  services.    Plans  that  reported  high  use  for  om 
type  of  service  also  reported  high  use  for  other  services,  and  plans 
experiencing  low  use  for  one  type  of  service  also  experienced  low  use  for 
other  types  of  services.    Our  attempts  to  determine  whether  these  results 
were  connected  with  specific  characteristics  of  the  plans,  such  as  their 
structure,  primary  care  physician  payment  mode,  being  high  bidders,  or 
copayment  collection,  did  not  yield  informative  results.    Such  comparison 
were  limited  by  the  fact  that  the  large  majority  of  the  program's 
enrollment  was  concentrated  in  the  four  largest  plans,  so  that  the  data 
might  well  reflect  the  experience  of  those  four  plans  more  than  the 
characteristics  of  all  the  plans. 


Comparison  of  AHCCCS  Data  with  OthPr  nata 

Table  III-6  presents  AHCCCS  utilization  rates  for  categorical 
enroll ees  and  the  range  of  utilization  rates  we  found  in  comparison  data 
sources.    In  general,  it  should  be  remembered  that  the  quality  of  the 
comparison  data  available  is  mixed,  and  none  of  it  is  a  perfect  match  with 
the  AHCCCS  data.    The  pattern  that  emerges  from  these  comparisons  is  that 
AHCCCS  hospital  rates  are  on  the  low  end  of  the  ranges  of  data  presented. 
Physician  and  other  data  appear  to  be  within  the  ranges  of  the  data 
presented. 

AHCCCS  categorical  enrollees  had  194  hospital  admissions  per  1,000 
person-years,  while  comparison  sources  ranged  from  119  (an  HMO  Medicaid 
institutional  survey)  to  312  (a  U.S.  Medicaid  survey).    For  hospital  days, 
AHCCCS  categoricals  were  in  the  lower  end  of  the  range,  with  862  per  1,000 
person-years.    Comparison  sources  ranged  from  416  (an  HMO  Medicaid 
institutional  survey)  to  2,533  (a  U.S.  Medicaid  survey).    Average  length 
of  stay  for  AHCCCS  categorical  enrollees  was  particularly  low,  at  4.4 
days.    The  lowest  comparison  source,  an  HMO  institutional  survey,  had  the 
same  average  length  of  stay.    All  other  sources  were  higher,  ranging  from 
4.7  days  (Kaiser  Medicaid)  to  10.4  days  (N.Y.  Medicaid).    Although  only  a 
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Table  1 1 1 -6 


COMPARISON  OF  AHCCCS  UTILIZATION  DATA  WITH  COMPARISON  DATA 
FOR  CATEGORICAL  ENROLLEES 


AHCCCS  Comparison 
Categorical  Data  Range* 

 Measures   Enrol  lees  Low  High 

Averages 
Hospital  utilization 
Admissions/1,000  person-years  194  119  312 

Days/1,000  person-years  862  416  2,533 

Average  length  of  stay  in  days  4.4  4.4  10.4 

Number  of  physician  outpatient 
medical  services  per  person 

per  year  4.3  2.7  9.0 

Number  of  pharmacy  services 

per  person  per  year  7.4  6.5  10.8 

Percent  of  nonusers  of: 
Hospital  inpatient  services  92  85  91 

Physician  medical  services  26  19  33 


*   The  comparison  data  sources  vary  widely  in  terms  of  population,  delivery 
system,  data  collection  method,  and  time  frame.    Included  in  the 
comparison  sources  are  Medicaid  Tape-to-Tape  data  from  California,  New 
York,  and  Michigan  for  1981  and  1983;  hospital  survey  data  for  the 
general  U.S.  population  for  1985  and  1986;  household  survey  data  for  the 
general  U.S.  population  and  a  Medicaid  sample  for  1977,  1980,  1983, 
1985,  and  1986;  California  Prepaid  Project  institutional  survey  data  for 
1984-1985;  Medicaid  Demonstration  Project  survey  data  for  1986;  and 
private  HMO  data  for  1983-1986. 
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few  comparison  data  sources  provided  hospital  utilization  rates  by  age, 
AHCCCS  utilization  for  categorical  enrollees  65  and  over  was  consistently 
lower  than  most  comparison  sources. 

Table  1 1 1 -6  shows  AHCCCS  in  the  midrange  of  comparison  sources  for 
physician  services,  at  4.3  physician  outpatient  medical  services  per 
AHCCCS  categorical  enrollee  per  year.    Comparison  data  ranged  from  2.7  (a 
general  survey)  to  9.0  (N.Y.  Medicaid).    For  enrollees  age  65  and  over, 
AHCCCS  outpatient  service  utilization  was  lower  than  all  comparison 
sources. 


Table  1 1 1 -6  shows  AHCCCS  categorical  pharmacy  rates  in  the  range 
reported  in  comparison  sources.    There  were  7.4  AHCCCS  pharmacy  services 
per  year.    Comparison  sources  ranged  from  6.5  (a  U.S.  Medicaid  survey)  to 
10.8  (Michigan  Medicaid).    AHCCCS  categorical  laboratory  utilization  was 
significantly  lower  than  comparison  data  sources,  but  radiology 
utilization  was  higher  than  comparison  sources. 

We  also  compared  rates  of  nonuse  between  AHCCCS  and  comparison 
sources.    The  percentage  of  AHCCCS  categorical  members  who  were  members 
for  all  of  Year  4  and  all  of  Year  5  who  had  no  hospital  use  in  Year  5, 
92%,  was  slightly  higher  than  for  the  comparison  sources,  which  ranged 
from  85%  (N.Y.  Medicaid)  to  91%  (a  general  survey).    Twenty-six  percent  of 
AHCCCS  categorical  enrollees  did  not  use  AHCCCS  physician  medical  services 
in  Year  5  of  the  program.    This  was  in  the  midrange  of  comparison  sources, 
which  ranged  from  19%  (a  general  survey)  to  33%  (California  Medicaid). 

In  summary,  we  found  AHCCCS  hospital  utilization  rates  to  be  low 
compared  with  other  data  sources,  while  AHCCCS  was  in  the  midrange  of 
comparison  sources  for  physician  and  ancillary  services.    In  a  similar 
vein,  AHCCCS  rates  for  nonusers  of  hospital  services  were  slightly  higher 
than  comparison  sources  and  were  in  the  midrange  of  comparison  sources  for 
nonusers  of  physician  services. 
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Pi  scussion 


With  respect  to  the  overall  conclusions  of  the  utilization  analysis, 
we  note  first  that  utilization  rates  showed  a  wide  range  of  variation 
across  the  different  plans.    Attempts  to  relate  these  differences  to  plan 
characteristics  (IPA  vs.  non-IPA,  etc.)  did  not  generally  show  utilization 
levels  to  be  associated  with  those  characteristics.    However,  such 
comparisons  were  limited  by  the  fact  that  the  large  majority  of  the 
program's  enrollment  was  in  the  four  largest  plans,  so  that  the  comparison 
data  might  well  reflect  the  experience  of  those  four  plans  more  than  the 
characteristics  of  all  the  plans. 

Of  particular  interest  is  the  question  of  how  the  AHCCCS  utilization 
might  compare  with  the  expected  utilization  of  a  more  traditional  Medicaid 
program  in  Arizona.    Table  III-6,  comparing  AHCCCS  utilization  with  other 
sources,  is  aimed  at  providing  some  insights  into  this  issue.    Such  an 
analysis  is  limited  by  several  factors.    Most  importantly,  there  was  no 
Medicaid  program  in  Arizona  before  AHCCCS,  so  no  direct  comparison  is 
possible.    Thus,  although  we  can  compare  AHCCCS  with  other  state  Medicaid 
programs  and  with  the  general  population,  we  can  never  know  how  a 
traditional  Arizona  Medicaid  program  would  itself  compare  with  those 
sources.    Furthermore,  the  comparisons  are  hindered  by  the  potential  for 
underreporting  of  AHCCCS  data  (as  well  as  comparison  data),  differences  in 
population  mix,  differences  in  data  collection  methodology  (i.e., 
household  survey  vs.  hospital  discharge  summary  vs.  claims/encounter  data, 
etc.),  and  differences  in  the  time  period  reported.    Nevertheless,  we 
shall  attempt  here  to  draw  some  tentative  conclusions  regarding  this 
important  issue. 

First,  with  respect  to  hospital  utilization,  Table  1 1 1 -6  indicates 
that  AHCCCS  categorical  utilization  was  at  the  low  end  of  the  range  of 
comparison  data.    The  AHCCCS  number  of  categorical  days  per  1,000 
person-years  (862)  is  actually  slightly  lower  than  the  nationwide  data  for 
the  general  population  (954)  as  reported  in  the  National  Hospital 
Discharge  Survey.14    This  is  true  in  spite  of  the  fact  that  the  Medicaid 
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population  is  known  to  experience  significantly  greater  hospital 
utilization  —  almost  double  the  general  population,  according  to  a  National 
Medical  Care  Utilization  and  Expenditure  Survey  (NMCUES)  of  Medicaid 
beneficiaries  (2,533  days  per  1,000  person-years).15    Underreporting  of 
AHCCCS  encounters  could  be  a  partial  explanation  of  this  result,  but  we 
believe  that  this  is  probably  not  likely  to  be  greater  than  10%.  Another 
explanation  could  be  that,  in  general,  hospital  utilization  in  Arizona  is 
less  than  that  nationwide.    Comparative  Medicare  data16  suggests  that 
this  is  the  case,  with  Arizona  hospital  utilization  about  25%  lower  than 
nationwide.    However,  even  after  considering  these  two  explanations,  the 
comparison  suggests  that  AHCCCS  utilization  may  indicate  a  significant 
saving  over  a  traditional  Medicaid  program. 

A  review  of  the  1  ength-of-stay  data  leads  to  the  same  tentative 
conclusion.    AHCCCS  length  of  stay  is  24%  to  38%  below  nationwide  general 
population  data  from  hospital  surveys,17  while  the  NMCUES  data18 
indicate  nationwide  Medicaid  length  of  stay  11%  higher  than  the  general 
population.    Although  Medicare  data19  suggests  that  Arizona  lengths  of 
stay  might  be  expected  to  be  about  15%  below  nationwide  values,  even 
adjusting  for  this  effect  leaves  a  substantially  lower  length  of  stay  for 
AHCCCS  than  might  be  expected  in  a  traditional  Medicaid  program. 

With  respect  to  utilization  of  physician  services,  the  AHCCCS  data 
look  roughly  comparable  to  the  other  sources.    In  this  case,  usefulness  of 
the  comparison  data  is  more  limited  because  it  consists  mostly  of  claims 
data  from  three  states  and  household  survey  data.    Given  the  data 
available,  we  do  not  believe  that  it  is  possible  to  conclude  with 
confidence  that  AHCCCS  physician  utilization  is  higher,  lower,  or  the  same 
as  would  be  the  case  in  a  traditional  Medicaid  program  in  Arizona. 

Thus,  this  analysis  of  the  AHCCCS  data  has  answered  some  questions 
but  at  the  same  time  has  raised  additional  issues  for  investigation. 
Areas  in  which  more  in-depth  study  is  needed  are  the  following: 
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■  Our  comparison  of  AHCCCS  data  was  limited  by  the  quality  of 
comparison  data  available.    Consideration  should  be  given  to 
expanding  the  analysis  of  comparison  data  using  the  Medicaid  data 
from  New  Mexico. 

■  Medicare  crossover  data  should  be  checked  for  underreporting. 
Data  in  the  Medicare  Automatic  Data  Retrieval  System  (MADARS) 
files,  which  are  now  available,  could  be  used  to  cross-check 
utilization  for  Medicare  enrollees. 

■  The  issue  of  stability  of  enrollment  in  AHCCCS  should  be  examined 
more  closely.    If  enrollment  is  too  volatile,  it  can  seriously 
undermine  the  potential  cost  saving  impacts  of  capitation. 

■  Additional  analysis  should  be  conducted  on  utilization  of  those 
continuously  enrolled,  and  other  important  subsets  of  the 
population,  such  as  high  utilizers  of  services  and  nonutilizers  of 
services.    If  reported  hospital  utilization  rates  are  as  low  as 
preliminary  data  indicate  for  those  continuously  enrolled.  AHCCCS 
may  be  having  a  positive  effect  on  the  health  of  enrollees. 

■  Medicaid  claims  files  should  be  checked  against  Medicaid  record 
data.    The  impact  of  this  potentially  serious  underreporting 
problem  on  policy  decisions  about  the  program  should  be  considered 
and  serious  validation  activities  undertaken  to  pinpoint  more 
systematically  potential  problems  with  Medicaid  data  reporting  in 
general . 


Qual itv  of  Care 


This  section  describes  the  results  of  an  evaluation  of  quality  and 
appropriateness  of  care  in  AHCCCS  conducted  in  the  summer  of  1988.  Of 
special  importance  in  a  program  like  AHCCCS,  which  proposes  fundamental 
changes  in  the  way  health  care  services  are  delivered  to  indigent 
populations,  is  whether  beneficiaries  who  are  covered  by  such  a  program 
receive  medical  care  that  is  of  lesser  quality  than  that  in  a  traditional 
fee-for-service  program.    Because  AHCCCS  is  a  capitated  program,  the 
providers  and  the  prepaid  health  plans  have  incentives  to  limit 
beneficiaries'  use  of  services  in  order  to  keep  costs  low.  These 
incentives  do  not  exist  in  a  fee-for-service  program,  where  the  individual 
providers  do  not  share  the  risk  of  controlling  costs.    Although  the 
incentives  under  AHCCCS  may  improve  the  quality  of  care  by  helping  to 
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reduce  unnecessary  services,  they  also  present  the  potential  for 
underutil ization,  which  may  have  a  negative  impact  on  quality. 

The  analysis  focused  on  the  quality  of  prenatal  care  and  pregnancy 
outcomes  for  women,  and  on  the  quality  of  well -child  care  and  treatment  of 
otitis  media  for  children  as  recorded  in  the  medical  records  from  November 
1985  through  April  1987.    The  evaluation  was  based  on  a  review  of 
processes  and  outcomes  of  ambulatory  and  inpatient  care  delivered  to  738 
AHCCCS  beneficiaries  in  Pima  County  (Tucson),  Arizona. 

To  compare  the  care  provided  under  AHCCCS  with  that  of  a  traditional 
Medicaid  program,  processes  and  outcomes  for  the  selected  conditions  were 
also  reviewed  for  730  Medicaid  beneficiaries  in  Bernalillo  County 
(Albuquerque),  New  Mexico.    This  section  begins  with  a  description  of  the 
data  and  methodology  used  in  this  study.    The  section  then  summarizes  the 
study's  results  and  concludes  with  a  section  discussing  the  policy 
implications  of  the  findings. 


Data  and  Methodology 

The  four  conditions  selected  for  this  study  were  prenatal  care, 
pregnancy  outcomes,  well -child  care,  and  treatment  of  otitis  media. 
Although  we  would  have  liked  to  select  other  conditions  that  might  have 
been  hypothesized  to  be  affected  by  capitation,  small  sample  sizes 
precluded  their  inclusion  in  the  study.    All  the  conditions  selected  are 
important  conditions  and  ones  that  occur  frequently  among  the  study 
population.    The  relevant  medical  professional  associations  have 
established  widely  accepted  guidelines  for  prenatal  care  and  for  child 
health  supervision.    These  guidelines  were  relied  on  in  formulating  the 
performance  measures. 

The  data  used  in  this  evaluation  were  collected  in  the  summer  of  1988 
from  outpatient  medical  records  in  physicians'  offices  and  inpatient 
hospital  records  for  738  AHCCCS  beneficiaries  in  Pima  County,  Arizona,  and 
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730  Medicaid  beneficiaries  in  Bernalillo  County,  New  Mexico.    A  random 
sample  of  445  children  with  primary  care  utilization  in  the  period 
NovemDer  1985  through  April  1987  was  selected  in  each  state.    Each  child 
in  the  sample  maintained  continuous  AHCCCS  enrollment  or  New  Mexico 
Medicaid  eligibility  from  birth  through  April  1987. 

A  sample  of  293  women  in  Arizona  and  285  women  in  New  Mexico  was 
selected.    These  women  were  required  to  have  had  a  pregnancy  outcome  in 
the  period  July  1986  through  April  1987  and  at  least  9  months  of 
continuous  AHCCCS  enrollment  or  New  Mexico  Medicaid  eligibility  prior  to 
the  pregnancy  outcome  date.    In  Arizona,  the  sample  was  drawn  randomly;  in 
New  Mexico,  a  100%  sample  was  used  because  of  the  limitations  in  the  size 
of  the  population  with  a  pregnancy  outcome. 

Data  collection  instruments  were  designed  to  collect  information 
related  to  the  criteria  and  standards  recommended  by  the  American  College 
of  Obstetrics  and  Gynecology  and  the  American  Academy  of  Pediatrics.  For 
children,  data  were  collected  regarding  the  frequency  and  timing  of 
physician  visits,  the  completeness  of  well -child  care,  the  completeness 
and  timing  of  immunizations,  and  the  treatment  of  otitis  media.  For 
women,  information  was  abstracted  on  the  number  and  timing  of  prenatal 
visits,  the  completeness  of  early  prenatal  care,  and  the  completeness  of 
the  periodic  exams,  as  well  as  on  pregnancy  outcome  measures  such  as 
birthweight,  gestational  age,  and  baby's  Apgar  score.    (The  Apgar  is  a 
score  on  a  scale  of  1  to  10  representing  the  physician's  assessment  of  the 
infant's  physical  condition  at  the  time  of  birth.)    Information  on  vaginal 
and  cesarean  section  deliveries  (for  example,  lacerations,  blood  loss, 
complications,  etc.),  was  also  collected. 


128 


Summary  of  Results 


Results  for  Children 


The  age  and  sex  distributions  of  children  were  similar  in  the  two 
states.    Race  could  not  be  determined  from  the  majority  of  the  medical 
records  for  the  children  in  the  study  population,  so  that  correcting  for 
it  in  the  analysis  was  not  possible. 

The  characteristics  of  performance  studied  for  well -child  care  were: 
timing  of  visits  in  relation  to  the  established  well-child  visit  schedule, 
record  of  medical  history  information,  content  (completeness)  of  each 
well-child  visit,  performance  of  screening  tests,  and  administration  of 
immunizations. 


Table  III-7  presents  a  summary  of  overall  findings  for  children.  As 
the  table  shows,  the  mean  number  of  well-child  visits  is  significantly 
higher  in  Arizona,  and  the  mean  number  of  sick  visits  is  significantly 
higher  in  New  Mexico. 


Well -child  care  began  earlier  and  occurred  more  frequently  in  Arizona 
than  in  New  Mexico,  the  average  time  until  a  child's  first  visit  being  3.2 
months  in  Arizona  and  4.5  months  in  New  Mexico.    The  degree  to  which 
children  were  in  compliance  with  the  established  visit  schedule  was 
significantly  greater  in  Arizona  than  in  New  Mexico  across  all  age 
groups.    For  example,  by  age  37  months,  those  members  of  the  Arizona 
sample  old  enough  to  qualify  were  49%  in  compliance,  compared  with  21%  in 
New  Mexico. 


More  thorough  documentation  of  medical  history  information  was  found 
in  Arizona,  as  well  as  more  complete  well -child  visits  in  terms  of 
physical  asssessments,  developmental  assessments,  and  screening  tests. 
All  of  the  measures  on  which  information  was  collected  were  significantly 
more  complete  in  Arizona.    As  an  example,  Table  III-7  lists  three 
measures:  height  recorded,  motor  assessment  recorded,  and  percentage  of 
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Table  1 1 1 -7 

SUMMARY  OF  QUALITY  OF  CARE  FINDINGS  FOR  CHILDREN* 


AZ  NM 

Frequency  of  Visits 

Number  of  well-child  assessment  visits  5.1  3.0** 

Number  of  sick  visits  8.7  11.2** 

Mean  age  for  first  well -child  visit  (months)  3.2  4.5** 
Mean  percent  of  compliance"1"1"  with  well -child 

schedule  by  37  months  49.2  21.4** 

Completeness  of  Well -Child  Exams 
Mean  percent  of  visits  for  children  over 
age  1  with  well -child  care  in  first  year  with: 
Height  recorded  67.1  49.2** 

Motor  assessment  63.0  36.3** 

Percent  of  children  with  1  HCT/HGB  test 

by  24  months  40.2  17.5** 

Immunizations 
Percent  with  3  OPV,  4  DPT  and  1  MMR 

immunizations  by  19  months  20.0  16.2 

Percent  with  3  OPV,  4  DPT  and  1  MMR 

immunizations  by  37  months  67.9  48.2** 

Otitis  Media 

Mean  percent  of  visits  with  an  ear  exam  recorded 
for  children  with  otitis  media  diagnosis  94.8  62.4** 

Number  of  visits  per  otitis  media  episode  1.8  1.4** 


*  Significant  at  5%  level. 
**  Significant  at  1%  level. 

+  The  sample  size  for  children  was  445  in  each  state.    Some  findings 
in  this  table  are  reported  for  a  subset  of  the  entire  sample  as 
appropriate.    For  example,  the  percent  of  children  with  3  OPV,  4  DPT 
and  1  MMR  by  19  months  is  reported  only  for  the  children  in  each  state 
++  that  were  at  least  19  months  of  age. 

Percent  of  compliance  is  calculated  by  dividing  the  actual  number  of 
visits  made  by  the  number  expected  for  that  age  group. 

Note:  HCT/HGB  =  Hematocrit  and  hemoglobin. 
OPV  =  Oral  polio  vaccine. 

DPT  =  Diptheria,  pertussis,  and  tetanus  vaccine. 
MMR  =  Measles,  mumps,  and  rubella  vaccine. 
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children  with  one  hematocrit  and  hemoglobin  (HCT/HGB)  by  24  months. 
Rates  are  always  about  20  percentage  points  higher  in  Arizona.  (However, 
it  should  be  noted  that  even  the  Arizona  rates  are  considerably  below  what 
is  specified  by  the  AAP.)    Thus,  not  only  were  there  more  well -child 
assessments  in  Arizona  than  in  New  Mexico,  the  typical  assessment  was  also 
more  complete. 

When  compliance  with  immunizations  was  evaluated  based  on  the  timing 
recommended  by  the  AAP,  no  difference  was  found  between  the  states,  and 
both  states  were  well  below  the  AAP  standards.    For  example,  only  20%  of 
the  children  in  Arizona  and  16%  in  New  Mexico  were  up  to  date  in  terms  of 
oral  polio  vaccine  (OPV),  diptheria,  pertussis  and  tentanus  (DPT)  vaccine, 
and  measles,  mumps  and  rubella  (MMR)  vaccine. 

When  compliance  with  recommended  immunizations  was  evaluated  at  later 
points  in  the  children's  lives,  however,  the  percentage  having  received 
the  immunizations  increased  appreciably,  and  the  difference  between  the 
states  became  statistically  significant,  with  Arizona  having  significantly 
greater  compliance.    For  example,  when  compliance  with  OPV,  DPT,  and  MMR 
was  assessed  at  37  months,  the  percentage  of  children  up  to  date  with  the 
immunizations  was  almost  20  percentage  points  higher  in  Arizona  than  in 
New  Mexico,  and  the  percentages  of  compliance  in  both  states  were  more 
than  triple  what  they  were  at  19  months. 

The  above  differences  for  well -child  care  could  not  be  accounted  for 
or  explained  by  differences  in  age  of  the  study  sample.    Some  of  the 
difference  may  be  due  to  the  significantly  greater  use  of  checklists  to 
record  exams  in  Arizona  than  in  New  Mexico  (73%  of  the  charts  in  Arizona, 
compared  with  34%  of  the  charts  in  New  Mexico). 

Differences  in  patterns  of  care  for  the  diagnosis  and  treatment  of 
otitis  media  indicate  that  care  in  Arizona  was  more  consistent  with 
accepted  guidelines  than  in  New  Mexico.    This  is  evident  by  the  greater 
frequency  of  documentation  of  ear  exams  and  more  follow-up  visits.  The 
mean  percentage  of  visits  with  an  ear  exam  recorded  for  children  with  an 
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otitis  media  diagnosis  was  95%  in  Arizona  and  62%  in  New  Mexico.  The 
percentage  of  visits  with  appropriate  follow-up  scheduled  was  84%  in 
Arizona  and  42%  in  New  Mexico.    The  number  of  visits  per  episode  was  also 
significantly  higher  in  Arizona. 

The  overall  picture  presented  by  this  analysis  is  that  the  care  for 
children  under  AHCCCS  is  in  greater  conformance  with  generally  accepted 
AAP  guidelines  than  is  the  care  under  the  New  Mexico  Medicaid  program. 
Unfortunately,  in  both  states  compliance  rates  are  low  relative  to  the 
standards  for  most  elements  of  care  studied. 

Results  for  Pregnant  Women 

The  age  and  known  racial  distributions  of  the  women  were  similar  in 
the  two  states,  and  there  was  a  significant  difference  between  the  states 
in  the  gravida  status  of  the  women.    Race  was  unavailable,  however,  for 
36%  of  the  women  in  Arizona  and  13%  of  the  women  in  New  Mexico,  which  made 
it  difficult  to  adequately  control  for  race  in  our  analysis.    However,  to 
the  extent  that  data  permitted,  the  relationships  between  race  and  gravida 
status  and  quality  of  care  were  controlled  for  by  including  them  as 
independent  variables  in  regression  models  of  the  dependent  variable  of 
interest. 

Table  I I I -8  summarizes  findings  of  selected  qual ity-of-care 
indicators  for  pregnant  women.    The  women  studied  in  New  Mexico  were  found 
to  have  one  more  prenatal  visit  than  the  women  in  the  Arizona  sample  (9.7, 
compared  with  8.9),  primarily  because  the  New  Mexico  women  initiated 
earlier  prenatal  care.    The  prenatal  history  was  recorded  in  the  17th  week 
of  pregnancy  for  the  New  Mexico  women,  compared  with  the  20th  week  for  the 
Arizona  women.    Further  analyses  indicated  that  the  difference  in  initial 
week  of  prenatal  care  between  the  two  states  was  greatest  between  New 
Mexico  and  the  AHCCCS  IPA-type  plans. 
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The  content  of  the  initial  prenatal  care  appears  to  be  more  thorough 
in  Arizona,  particularly  in  terms  of  the  physical  assessments  (assessment 
of  uterine  size,  pelvic  measurements,  and  rectal  exam)  (see  Table  1 1 1 - 8 ) . 
Few  significant  differences  were  found  in  the  recording  of  variaDles  used 
to  measure  the  content  of  the  periodic  prenatal  visits.  Fundal  height  was 
measured  significantly  more  frequently  in  New  Mexico,  fetal  heart  tones 
significantly  more  frequently  in  Arizona. 

Very  few  significant  differences  were  detected  between  the  two  states 
in  the  care  for  vaginal  and  cesarean  section  deliveries.    However,  there 
were  significantly  more  cesarean  section  deliveries  in  Arizona  than  in  New 
Mexico  (18%  versus  11%).    The  percentage  in  Arizona,  however,  is  still 
below  the  national  average.    The  analysis  of  pregnancy  outcomes  focused  on 
the  outcome  measures  of  birthweight,  the  percentage  of  1 ow-birthweight 
babies,  gestational  age,  and  Apgar  score.    No  significant  differences  were 
detected  for  any  of  these  outcome  measures  between  Arizona  and  New  Mexico. 

In  general,  prenatal  care  and  pregnancy  outcomes  were  very  similar  in 
Arizona  and  New  Mexico.    However,  two  differences  between  the  states 
require  further  analysis.    These  are  the  higher  cesarean  section  rate  in 
Arizona  and  the  smaller  number  of  prenatal  visits  and  later  initiation  of 
care  in  Arizona. 

Discussion 

This  study  does  not  indicate  any  serious  qual  ity-of-care  problems  in 
AHCCCS  when  it  is  compared  with  a  traditional  Medicaid  program.    It  does, 
however,  indicate  areas  in  both  states  that  need  additional  study  and 
action.    The  well -child  care  findings  generally  indicate  that  care  under 
AHCCCS  resulted  in  earlier,  more  frequent,  and  more  complete  well -child 
care.    The  New  Mexico  delivery  system  may  be  a  candidate  for  further  study 
and  attention.    The  care  of  children  in  New  Mexico  was  fragmented,  with  a 
large  percentage  of  well-child  care  being  delivered  in  public  health 
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Table  I II -8 

SUMMARY  OF  QUALITY-OF-CARE  FINDINGS  FOR  PREGNANT  WOMEN+ 


Frequency  of  Visits 
Percentage  of  women  with  no  prenatal  care 
Mean  number  of  visits  for  women  with 
prenatal  care 

Completeness  of  Early  Prenatal  Care 
Percent  with  information  solicited  on: 
Heart  disease 
VD 

Gravida 
Percent  with: 
Pelvic  measurements 
Rectal  exam 

Content  of  Periodic  Prenatal  Visits 
Mean  percent  of  visits  with  the  following  recorded 
Fundal  height 
Fetal  heart  tones 

Type  of  Delivery 

Percent  with  cesarean  section  deliveries 
Percent  with  no  complications 
Vaginal  delivery 
C-section  del ivery 

Outcomes 

Birthweight  (grams) 
Gestational  age  (weeks) 
Apgar  score 


AZ 

5.6 

8.9 


92.7 
51.9 
98.7 

92.8 
66.0 


80.1 
82.6 


17.7 

74.4 
81.8 


3118 
38.8 
8.8 


NM 
7.0 
9.7* 


79.5** 
75.7** 
99.1 

77.6** 
38.0** 


85.8** 
76.7** 


11.3* 

76.6 
73.1 


3007 
38.7 
8.7 


*  Significant  at  5%  level. 

*  Significant  at  1%  level . 

The  full  sample  for  live  births  is  249  in  Arizona  and  230  in 
New  Mexico. 
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clinics,  where  the  care  focused  more  on  immunizations  than  on  well -child 
physical  exams. 

Although  it  is  not  possible  to  ascribe  the  positive  findings 
concerning  well-child  care  to  any  particular  feature  of  the  AHCCCS 
program,  it  may  be  that  the  innovative  features  of  a  managed-care  program 
like  AHCCCS  have  had  an  impact  on  the  quality  of  care  delivered  to 
children.    The  identification  of  a  primary  care  provider  in  Arizona  may 
make  it  easier  for  children  to  receive  appropriate  well -child  care.  In 
addition,  it  is  possible  that  the  routine  EPSDT  monitoring  and  the  plans' 
use  of  standardized  EPSDT  forms,  which  have  occurred  because  of  the  AHCCCS 
quality  assurance  activities,  have  raised  the  level  of  attention  to,  and 
standardization  of,  the  well -child  care  delivered  in  the  state. 

The  prenatal  care  delivered  by  the  AHCCCS  system  may  require 
additional  attention.    Although  there  was  little  difference  between  the 
states  in  the  content  of  periodic  prenatal  visits  and  in  birth  outcomes 
(birthweight,  gestational  age,  Apgar  score),  there  was  a  later  initiation 
of  care  and  smaller  number  of  prenatal  visits  in  Arizona.    Findings  of 
variation  by  time  period  and  by  type  of  plan  indicate  that  the  process  of 
prenatal  care  in  Arizona  is  worthy  of  further  study  and  analysis. 

Comparison  of  the  delivery  of  pregnancy  care  for  AHCCCS  patients  with 
that  of  a  traditional  Medicaid  program  may  not  demonstrate  as  fully  the 
innovations  of  the  AHCCCS  program  as  does  the  delivery  of  well -child 
care.    Because  the  majority  of  the  New  Mexico  pregnancy  care  providers 
were  reimbursed  with  a  lump  sum,  as  were  the  majority  of  the  AHCCCS 
providers,  the  actual  provider  incentives  may  not  have  been  very  different 
between  the  states.    Thus,  finding  differences  due  to  the  system  might  be 
more  difficult  for  prenatal  care  than  for  well -child  care. 

The  results  of  this  study  indicate  that  the  well-child  care  in 
Arizona  under  AHCCCS  is  better  than  the  care  provided  under  a  traditional 
Medicaid  program.    For  pregnant  women,  the  results  are  less  clear.  There 
is  significantly  later  initiation  of  prenatal  care  in  Arizona  than  in  New 
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Mexico.    Perhaps  more  importantly,  both  Arizona  and  New  Mexico  fall 
substantially  below  established  standards  of  care  for  important  aspects  of 
both  well-child  and  prenatal  care.    Whether  established  standards  are 
appropriate  guidelines  for  the  population  in  general,  and  for  the  Medicaid 
population  in  particular,  needs  careful  evaluation. 

If  systematic  audits  of  care  in  different  settings  reveal  that  these 
standards  are  inappropriate  or  uniformly  unmet--i.e.,  that  they  define  an 
ideal,  rather  than  a  reasonable  level  of  care--then  they  should  be 
rethought.    On  the  other  hand,  if  systematic  audits  of  care  reveal  that 
standards  are  appropriate  and  uniformly  met,  then  this  study  points  to 
disturbing  levels  of  compliance  in  both  study  states  for  their  indigent 
populations.    Studies  on  the  appropriateness  of  such  standards  are 
currently  underway,  prompted  to  some  extent  by  the  significant  geographic 
variation  in  patterns  of  care  observed  in  recent  years. ^    Findings  from 
these  studies  should  improve  our  knowledge  of  the  appropriateness  of 
current  standards  and  result  in  the  development  of  standards  that  can  be 
used  more  confidently  to  measure  the  quality  of  medical  care. 

More  demonstrations  of  capitated  managed  health  care  for  the  poor  are 
warranted—demonstrations  that  focus  on  changes  in  the  health  care 
delivery  system,  coupled  with  targeted  educational  outreach  activities. 
The  positive  findings  regarding  well-child  care  should  allay  the  fears  of 
those  who  were  concerned  about  large-scale  quality  problems  in  capitated 
programs.    At  the  same  time,  such  findings  should  stimulate  the  interest 
of  other  states  in  demonstrations  and  evaluations  of  managed-care 
alternatives  as  a  potential  approach  to  maintain  or  improve  the  quality  of 
medical  care  for  indigents. 

Access  and  Satisfaction 

Of  special  importance  in  a  program  like  AHCCCS,  which  proposes 
fundamental  changes  in  the  way  health  care  services  are  delivered  to  the 
indigent,  is  whether  covered  beneficiaries  have  less  access  to  medical 
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care  or  lower  levels  of  satisfaction  with  the  medical  care  they  receive. 
In  a  fee-for-service  reimbursement  system,  where  beneficiaries  are  free  to 
choose  from  a  wide  variety  of  providers,  these  issues,  although  important, 
would  not  be  of  such  significance.    Beneficiaries  provide  economic  benefit 
to  providers  by  coming  in  for  services;  thus,  it  is  in  the  providers' 
interest  to  maximize  accessibility  and  the  courtesy  and  consideration  with 
which  services  are  delivered.    Under  a  capitated  system,  some  of  the 
economic  incentives  are  in  the  opposite  direction:    the  providers  receive 
more  economic  advantage  the  less  the  client  is  seen,  at  least  in  the  short 
term.    Thus,  it  becomes  necessary  in  such  a  system  to  ensure  that 
acceptable  levels  of  access  and  satisfaction  are  maintained. 

To  assess  access  and  satisfaction,  we  conducted  household  surveys  in 
the  summer  of  1985  with  897  AHCCCS  AFDC  and  SSI  beneficiaries  in  Arizona 
and  553  Medicaid  beneficiaries  in  New  Mexico  who  had  at  least  12  months  of 
enrollment  as  of  March  1985.    The  samples  were  selected  using  a  stratified 
two-stage  probability  sample  design  in  which  the  primary  sampling  unit  was 
ZIP  code  areas  and  the  secondary  sampling  unit  was  AHCCCS  enroll ees.  The 
samples  were  stratified  to  disproportionately  sample  various  subgroups  of 
the  AHCCCS  population  of  interest  (age,  urbanicity,  race).    The  New  Mexico 
sample  was  selected  to  be  similar  along  the  subgroups  of  interest  to  the 
Arizona  sample. 


The  survey  covered  the  following  topics:    use  of  medical  care 
services,  preventive  care  received,  health  status,  access  to  care, 
satisfaction  with  care,  and  demographic,  social,  income,  and  insurance 
information.    Also  included  on  the  Arizona  questionnaire  were  questions 
specific  to  the  AHCCCS  program,  i.e.,  plan  affiliation,  primary  care 
physicians,  copayments,  and  experience  with  county  systems. 

Completed  questionnaires  were  edited  manually  and  by  machine  for 
accurate  and  consistent  information.    The  final  analysis  weights  were 
constructed  taking  account  of  differential  response  rates  of  the  sample 
groups  and  the  most  accurate  information  on  the  characteristics  of  those 
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sampled.    The  final  weights  used  were  based  on  urbanicity,  age  and 
eligibility,  and  race/ethnicity  reported  in  the  survey. 

All  the  data  in  the  analysis  that  follows  have  been  weighted  using 
these  final  sample  weights.    In  addition,  to  be  sure  that  we  had  adjusted 
the  data  as  much  as  possible  for  all  the  demographic,  social,  and  income 
data  available  from  the  survey,  the  data  that  follow  for  the  comparison 
site  are  regression  adjusted  using  a  model  that  corrects  for  age, 
entitlement,  race  and  ethnicity,  sex,  urbanicity,  education,  marital 
status,  income,  and  number  of  family  members. 

In  the  sections  that  follow  we  first  report  on  answers  in  the  survey 
concerning  the  special  features  of  AHCCCS.    We  then  compare  AHCCCS  and  a 
matched  sample  in  New  Mexico's  (the  comparison  site)  responses  with  respect 
to  access  to  care,  use  of  medical  services,  and  satisfaction  with  care 
received. 

Special  Features  of  AHCCCS 

Three  of  every  five  AHCCCS  respondents  reported  that  they  had  chosen 
their  AHCCCS  plan.    Only  1  in  every  10  AHCCCS  members  received  care  from 
more  than  one  AHCCCS  plan,  and  many  of  these  probably  did  so  because  their 
plan  was  discontinued  as  an  AHCCCS  provider. 

About  two-thirds  of  AHCCCS  enrollees  said  that  there  was  one 
particular  doctor  they  usually  saw  at  their  plan.    This  figure  was 
significantly  different  by  plan  type,21  with  8  out  of  every  10  IPA 
members  having  a  particular  doctor  and  only  slightly  over  half  of  the 
AHCCCS  members  in  non-IPA  plans  having  a  particular  doctor.    For  those  with 
a  doctor,  more  than  19  out  of  20  could  name  the  doctor.    More  than 
two-thirds  of  the  respondents  said  that  they  were  supposed  to  talk  to  their 
usual  doctor  before  they  got  any  medical  care  from  any  other  doctor.  Usual 
physicians  scored  very  high  on  satisfaction,  with  more  than  two-thirds  of 
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the  respondents  indicating  that  they  were  very  satisfied  with  their  usual 
physician. 

Although  copayments  are  required  by  the  program,  only  slightly  more 
than  half  said  they  ever  paid  a  50-cent  fee  when  they  saw  a  doctor  or  other 
medical  person  at  their  plan.    The  percentage  in  IPA-type  plans  who  made  a 
copayment  was  significantly  higher  than  in  plans  that  were  not  IPAs.  When 
asked  if  the  copayment  fee  had  "ever  kept  you  from  seeing  a  medical  person 
when  you  thought  you  needed  to  see  one,"  1  of  every  8  beneficiaries  said 
yes. 

More  than  three-quarters  of  current  AHCCCS  enroll ees  reported  having  a 
usual  source  of  care  before  AHCCCS.    Of  those  beneficiaries  who  had  been  in 
the  county  program,  almost  half  thought  the  medical  care  received  from 
AHCCCS  was  better  than  before.    One-third  thought  it  was  the  same,  and  only 
1  in  10  thought  it  was  worse  than  the  county  program. 


Access  tn  MpHiral  Carp 

Of  great  concern  in  a  prepaid  program  like  AHCCCS  is  whether  enrollees 
have  good  access  to  medical  care.    Access  is  usually  defined  by  survey  data 
as  usual  source  of  care,  difficulty  in  getting  care,  waiting 
time  to  get  an  appointment,  waiting  time  to  be  seen,  travel  mode,  and 
travel  time. 

Table  III-9  presents  summary  data  on  the  access-to-care  questions  in 
the  questionnaire.    Because  the  speed  with  which  one  is  seen  may  differ 
appropriately  with  the  kind  of  care  required,  we  asked  these  questions 
(difficulty  in  getting  care,  waiting  time  for  appointment,  waiting  time  to 
be  seen)  separately  for  emergency,  urgent,  and  routine  care.  About 
one-fourth  of  the  respondents  indicated  that  they  had  needed  emergency  care 
in  the  last  12  months.    Of  the  people  who  had  needed  emergency  care,  1  in  4 
in  Arizona  but  only  1  in  10  in  the  comparison  site  had  difficulty  getting 
it.    More  than  half  of  the  AHCCCS  population  received  treatment  for 
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Table  1 1 1 -9 
SELECTED  FINDINGS  CONCERNING  ACCESS  TO  CARE 


AHCCCS  Comparison 

Percent  of  those  needing  emergency  care 

who  had  difficulty  getting  it  25.0  10.2** 
Percent  of  those  needing  urgent  care  who  had 

difficulty  getting  it  '  7.5  4.9 
Percent  of  those  needing  routine  care  who 

had  difficulty  getting  it  3.6  9.1* 

Percent  who  said  that  the  place  where  they 
usually  receive  medical  care  (the  plan  in 
Arizona)  had  a  number  to  call  if  they  needed 

care  evenings  or  weekends  69.0  68.3 

Percent  who  said  that  the  place  where  they 
usually  receive  medical  care  (the  plan  in 
Arizona)  had  a  place  to  go  for  care  on  the 

evenings  or  weekends  64.7  47.5** 


*  Significant  at  5%  level. 
**  Significant  at  1%  level. 
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emergency  care  within  15  minutes,  compared  with  2  of  5  comparison  site 
eligibles.    However,  the  AHCCCS  population  also  had  a  higher  percentage 
whose  waiting  time  was  more  than  60  minutes- -1  in  6  in  AHCCCS,  compared 
with  1  in  12  in  the  comparison  site. 

One  reason  for  these  findings  may  be  that  AHCCCS  members  did  have  some 
difficulty  in  receiving  emergency  care.    On  the  other  hand,  it  should  be 
remembered  that  emergency  care  is  a  service  thought  to  be  widely  abused  in 
Medicaid,  and  that  these  are  interviewees'  perceptions  of  their  need  for 
emergency  care.    Therefore,  it  is  possible  that  this  finding  is  due  to  a 
faulty  perception  of  the  need  for  emergency  care  by  beneficiaries  in  an 
effectively  run  managed-care  system  that  appropriately  keeps  people  out  of 
emergency  rooms. 

For  urgent  care,  there  were  no  significant  differences  between  AHCCCS 
and  the  comparison  group  in  the  percentage  of  those  who  received  care  who 
had  difficulty  getting  it,  in  the  waiting  times  to  be  seen,  or  in  the 
waiting  times  for  appointments.    Overall,  fewer  than  1  in  10  of  those  who 
needed  urgent  care  had  difficulty  getting  it  (Table  III-9);  about  2  out  of 
every  3  people  who  had  an  appointment  saw  the  doctor  within  1  day;  and  more 
than  7  in  every  10  were  seen  within  30  minutes  at  the  doctor's  office. 

For  routine  care,  a  significantly  larger  percentage  of  people  in  the 
comparison  site  than  in  AHCCCS  had  difficulty  getting  routine  care, 
although  waiting  times  for  appointments  and  in  offices  were  not 
significantly  different  between  the  two  groups.    The  rate  of  those  having 
difficulty  receiving  routine  care  in  the  comparison  site  was  1  in  11, 
compared  with  less  than  half  that  rate  in  AHCCCS  (Table  III-9).    Fewer  than 
half  in  both  sites  had  to  wait  more  than  2  days  for  an  appointment,  and 
overall  more  than  70%  were  seen  within  a  half  hour  after  arriving  at  the 
doctor's  office. 

There  was  no  significant  difference  between  beneficiaries  in  Arizona 
and  the  comparison  site  with  respect  to  knowledge  of  a  number  to  call  if 
they  needed  care  in  the  evening  or  on  the  weekend,  with  more  than 
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two-thirds  of  both  groups  reporting  that  they  knew  the  place  and  had  a 
telephone  number  to  call  (Table  1 1 1 - 9 ) .    However,  knowledge  that  the  place 
they  usually  went  for  care  had  a  place  to  go  for  care  in  the  evenings  and 
on  weekends  was  significantly  greater  in  Arizona  than  in  the  comparison 
site.    More  than  two-thirds  in  Arizona,  compared  with  fewer  than  half  in 
the  comparison  site,  said  the  place  where  they  usually  received  care  had  a 
place  to  go  for  care  in  evenings  and  on  weekends  (Table  1 1 1 -9 ) .  This 
difference  suggests  that  AHCCCS  beneficiaries  have  better  access  to  care  on 
nights  and  weekends. 

Both  travel  mode  and  travel  time  were  similar  for  AHCCCS  and  the 
comparison  site.    For  both  groups  the  vast  majority  (more  than  3  out  of  4) 
were  driven  or  drove  themselves.    Between  1  in  20  and  1  in  10  walked  or 
took  a  bus.    Almost  9  in  10  beneficiaries  in  both  groups  took  30  minutes  or 
less  to  get  to  the  place  where  they  usually  received  care. 

Use  of  Medical  Services 

A  series  of  questions  were  asked  on  the  use  of  particular  types  of 
medical  care  services  by  AHCCCS  and  comparison  group  enroll ees  continuously 
enrolled  in  the  program  for  the  12  months  before  the  interview.    Types  of 
care  asked  about  were  ambulatory  visits,  phone  calls  for  medical  advice, 
and  hospital  and  nursing  home  stays.    Also  queried  were  visits  to  doctors 
for  particular  symptoms,  primary  prevention,  and  preventive  care. 

There  were  no  significant  differences  between  AHCCCS  and  the 
comparison  group  in  the  percentage  with  ambulatory  visits  in  the  last  3 
months,  the  percentage  getting  phone  advice  in  the  last  3  months,  and  the 
number  of  hospitalizations  or  length  of  hospital  stays  in  the  last  12 
months.    There  were  statistically  significant  but  very  small  differences  in 
the  percentages  having  one  or  more  nursing  home  stays  in  the  last  12 
months,  with  the  AHCCCS  population  reporting  more  nursing  home  use. 
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About  2  out  of  every  5  beneficiaries  in  each  group  indicated  that  they 
had  no  ambulatory  visits  in  the  last  3  months:  fewer  than  1  in  8  had  a 
phone  call;  and  4  of  every  5  did  not  have  a  hospitalization  in  the  last  12 
months.    Just  a  little  more  than  1%  in  Arizona,  but  fewer  than  0.5%  in  the 
comparison  site,  had  one  or  more  nursing  home  stays  in  the  last  12  months. 

When  the  groups  were  queried  on  whether  they  saw  a  doctor  for  any  of 
24  specific  symptoms,  there  were  significant  differences  for  only  4 
symptoms.    The  comparison  site  respondents  saw  a  doctor  significantly  more 
often  for  a  cough,  frequent  headaches,  and  urination  more  than  twice  a 
night.    AHCCCS  enrollees  saw  a  doctor  significantly  more  often  for 
unexplained  weight  loss  of  over  10  pounds,  although  the  difference  between 
the  percentages  was  very  small.    The  average  number  of  symptoms  for  which  a 
doctor  had  been  seen  in  the  last  12  months  was  about  four  for  both  the 
experimental  and  comparison  groups.    The  comparison  group,  especially  the 
SSI  controls,  reported  slightly  but  not  significantly  more  symptoms. 

When  these  symptom  responses  were  compared  with  appropriate  doctor 
contact  rates  developed  by  Aday,  Anderson,  and  Fleming22  from  a  1977 
survey  of  43  practicing  community  physicians,  the  doctor  contacts  by  both 
Arizona  and  the  comparison  site  in  3  out  of  4  age-symptom  groups  (where  the 
sample  sizes  were  larger  than  10)  indicated  that  more  people  contacted  a 
doctor  for  the  symptom  than  was  recommended  by  the  panel  of  medical 
experts.    Thus,  there  do  not  appear  to  be  problems  with  access  to  necessary 
care  in  either  AHCCCS  or  the  comparison  groups.    In  the  majority  of  cases, 
in  fact,  it  appeared  that  both  groups  were  getting  more  care  than  might  be 
desirable.    It  should  be  remembered,  however,  that  this  finding  is  based  on 
the  opinions  of  a  panel  of  community-based  physicians  from  a  1977  survey. 

With  respect  to  primary  prevention  activities--i .e. ,  having  a  doctor 
talk  to  them  about  the  dangers  of  smoking,  storage  of  cleaning  products 
away  from  children,  use  of  safety  car  seats  for  children,  family  planning, 
and  Women,  Infants  and  Children  (WIC)  services--there  were  no  significant 
differences  between  AHCCCS  and  the  comparison  group,  except  for  WIC 
services,  where  AHCCCS  AFDC  beneficiaries  more  often  had  a  doctor  or  other 
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medical  person  talk  to  them  about  benefits  and  services  available  through 
the  program.  However,  the  overall  rates  of  primary  prevention  activities 
were  low:  in  the  20%  range  for  the  risks  of  smoking,  in  the  30%  range  for 
children's  safety  car  seats,  and  in  the  40%  range  for  family  planning. 

With  respect  to  preventive  care  (physical  exams,  eye  exams,  dental 
exams,  blood  pressure  checks,  and,  for  women  over  18,  Pap  smears  and  breast 
examinations),  there  were  few  significant  differences  between  AHCCCS  and 
the  comparison  group.    The  percentages  having  physical  exams,  eye  exams, 
blood  pressure  checks,  Pap  smears,  and  breast  exams  in  the  last  year  were 
almost  identical  for  AHCCCS  and  the  comparison  group.    More  than  2  in  every 
5  of  the  relevant  AHCCCS  populations  had  physical  exams,  Pap  smears,  and 
breast  exams  in  the  last  year.    Two  of  every  5  AHCCCS  members  had  an  eye 
exam,  and  more  than  2  of  every  3  AHCCCS  members  had  their  blood  pressure 
checked  in  the  last  year.    Significantly  fewer  AHCCCS  AFDC  beneficiaries 
had  dental  exams  in  the  last  year,  but  this  finding  was  expected  given  the 
more  generous  benefit  structure  of  the  New  Mexico  Medicaid  program. 

Satisfaction  with  Medical  Care 

Satisfaction  with  medical  care  received  is  evaluated  by  examining 
beneficiary  responses  to  specific  questions  about  various  aspects  of  their 
health  care  delivery.    Also  of  interest  is  beneficiaries'  knowledge  of  the 
complaint  process  and,  for  those  beneficiaries  who  made  a  complaint,  their 
satisfaction  with  that  process. 

Questionnaire  respondents  were  asked  to  rate  their  satisfaction  with 
particular  elements  of  the  care  they  received  on  a  4-point  scale  (very 
satisfied,  somewhat  satisfied,  somewhat  dissatisfied,  very  dissatisfied). 
Elements  of  care  examined  were  overall  medical  care  and  six  specific 
elements  of  the  medical  care  process:    office  waiting  time,  night  and 
weekend  availability,  convenience,  cost,  information,  and  courtesy. 


144 


Overall,  55%  of  the  AHCCCS  population  were  very  satisfied  with  their 
medical  care,  23%  were  somewhat  satisfied,  6%  were  somewhat  dissatisfied, 
and  5%  were  very  dissatisfied;  10%  said  they  didn't  know.    The  percentages 
were  very  similar  for  SSI  and  AFDC  beneficiaries.    These  rates  of 
satisfaction,  although  high,  were  even  higher  for  the  comparison  site, 
where  71%  reported  themselves  very  satisfied,  22%  somewhat  satisfied,  4% 
somewhat  dissatisfied,  and  1%  very  dissatisfied;  2%  of  the  comparison  site 
group  didn't  know  about  their  overall  satisfaction. 

One  reason  for  the  higher  level  of  "don't  knows"  in  the  Arizona  sample 
may  be  that,  overall,  AHCCCS  beneficiaries  have  had  a  shorter  time  (only 
since  October  1982)  to  form  an  opinion  about  the  AHCCCS  program.  Medicaid 
beneficiaries,  on  the  other  hand,  were  asked  to  comment  on  a  program  that 
has  been  in  existence  since  1967. 

To  obtain  one  measure  of  overall  satisfaction  for  each  of  our 
measures,  we  constructed  mean  satisfaction  scores  calculated  on  a  4-point 
scale,  where  1  =  very  dissatisfied,  2  =  somewhat  dissatisfied,  3  =  somewhat 
satisfied,  and  4  =  very  satisfied.    Those  who  reported  that  they  did  not 
know  were  excluded  from  the  calculation  of  the  means.    In  Arizona,  mean 
ratings  ranged  from  3.0  to  3.7,  with  a  mean  for  overall  medical  care  of 
3.4.    Table  111-10  lists  the  mean  satisfaction  scores  for  the  AHCCCS  and 
comparison  groups  for  various  aspects  of  medical  care. 

AHCCCS  enrollees  were  most  satisfied  with  costs  paid  out  of  pocket  for 
medical  care  (mean  rating  =  3.7).    They  also  tended  to  be  highly  satisfied 
with  the  courtesy  and  consideration  shown  by  doctors  (mean  rating  =  3.6), 
the  overall  medical  care  they  received  (mean  rating  =  3.4),  and  the 
information  given  to  them  about  what  was  wrong  (mean  rating  =  3.4).  They 
were  less  satisfied  with  the  availability  of  care  on  nights  and  weekends 
(mean  rating  =  3.2),  the  ease  and  convenience  of  getting  to  the  doctor 
(mean  rating  =    3.2),  and  waiting  time  in  doctors'  offices  or  clinics  (mean 
rating  =  3.0) . 
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Table  1 1 1- 10 


MEAN"1"  SATISFACTION  WITH 
VARIOUS  ELEMENTS  OF  MEDICAL  CARE 


AHCCCS  Comparison' 

Overall  medical  care  3.4  3.6** 

Waiting  time  in  doctor's  office  or  clinic  3.0  3.1 

Availability  of  care  on  nights  and  weekends  3.2  3.4* 

Ease  and  convenience  of  getting  to  the  doctor  3.2  3.3 

Costs  paid  out  of  pocket  for  medical  care  received  3.7  3.6 

Information  given  about  what  was  wrong  3.4  3.5 

Courtesy  and  consideration  shown  by  doctors  3.6  3.8** 


*  Significant  at  57.  level. 
**    Significant  at  1%  level. 

+     Means  calculated  on  a  4-point  scale,  where  1  =  very  dissatisfied, 

2  =  somewhat  dissatisfied,  3  =  somewhat  satisfied,  4  -  very  satisfied; 
"don't  know"  answers  were  excluded. 

++     Values  for  comparison  group  eligibles  were  regression  adjusted  to 
correspond  to  the  AHCCCS  averages  of  the  following  characteristics: 
age,  race  and  ethnicity,  sex,  urbanicity,  AFDC/SSI,  education,  marital 
status,  income,  and  number  of  family  members.    Thus,  the  values 
presented  for  comparison  group  eligibles  represent  our  best  predictions 
of  what  the  value  would  be  if  the  means  of  these  variables  in  the 
comparison  sample  were  the  same  as  in  the  AHCCCS  sample. 
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Respondents  in  the  comparison  site  were  generally  slightly  more 
satisfied  than  the  AHCCCS  sample  (Table  111-10).    Mean  satisfaction  ratings 
were  statistically  significantly  higher  for  3  of  the  7  measures:  courtesy 
and  consideration  shown  by  doctors,  overall  medical  care,  and  availability 
of  medical  care  on  nights  and  weekends.    The  significantly  lower  level  of 
satisfaction  on  availability  of  care  on  nights  and  weekends  in  Arizona  is 
puzzling  because  other  parts  of  the  survey-- i .e. ,  questions  on  access  to 
care-seem  to  indicate  better  availability  of  care  on  nights  and  weekends 
to  the  Arizona  population  than  to  the  comparison  group. 

It  should  be  noted  that  the  differences  discussed  above  are  very 
small.    It  might  be  argued  that  small  but  statistically  significant 
differences  in  Arizona  and  New  Mexico  satisfaction  scores  could  be 
predicted  because  of  the  restricted  freedom  of  choice  for  the  Arizona 
population.    Arizona  AHCCCS  beneficiaries  are  required  to  enroll  in  a 
managed-care  plan,  whereas  the  New  Mexico  population  has  no  such 
restriction  on  choice  of  provider.    Such  a  restriction,  some  argue,  in  and 
of  itself,  might  be  expected  to  result  in  lower  levels  of  beneficiary 
satisfaction. 

With  respect  to  the  complaint  process,  only  about  1  in  4  AHCCCS 
enrollees  said  that  they  knew  how  to  make  a  complaint  about  the  medical 
care  provided  by  their  plan.    One  in  every  5  of  those  who  knew  how  to  make 
a  complaint  had  done  so.    Among  these  people,  the  mean  satisfaction  rating 
with  the  complaint  process  was  2.3.    A  significantly  smaller  percentage  of 
comparison  group  members  knew  how  to  make  a  complaint  (fewer  than  1  in  5 
members),  and  of  those  people  who  knew  how  to  make  a  complaint,  fewer  than 
1  in  20  said  they  had  actually  made  a  complaint. 


Discussion 


In  summary,  this  survey  does  not  indicate  any  areas  of  substantial 
problems  with  access  to  or  satisfaction  with  medical  care  under  the  AHCCCS 
program.    The  program,  despite  its  shaky  start,  had  by  its  third  year 


come 
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to  a  point  where  problems  with  its  delivery  system  were  not  substantially 
different  from  those  experienced  by  traditional  Medicaid  systems. 

The  survey  does,  however,  highlight  some  areas  for  improvement  and/or 
further  study:    the  AFDC  emergency  care  process,  primary  prevention  and 
preventive  care,  satisfaction  with  courtesy  of  doctors,  availability  of 
care  on  nights  and  weekends,  and  beneficiary  knowledge  of  the  complaint 
process. 

It  should  also  be  remembered  that  the  AHCCCS  program  is  a  dynamic  one, 
changing  as  the  participating  plans  and  the  providers  and  members  connected 
to  them  evolve  over  time.    Thus,  investigations  of  access  and  satisfaction 
need  to  be  ongoing  processes  that  are  part  of  the  overall  internal 
evaluation  of  the  program. 

This  report  suggests  that  enroll ees  in  the  AHCCCS  program,  as  of  its 

third  program  year,  had  about  the  same  access  to  medical  care  and 

satisfaction  with  medical  care  experienced  by  categorically  eligible 

23 

beneficiaries  in  traditional  Medicaid  programs. 
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6.    In  general,  it  is  difficult  to  estimate  what  a  traditional  Medicaid 
program  would  have  cost  in  Arizona.    Without  relevant  historical  data 
for  the  population  in  Arizona,  it  was  necessary  to  base  the  cost 
estimates  on  the  experience  of  other  state  Medicaid  programs. 
However,  the  accuracy  of  such  an  estimate  depends  on  numerous 
assumptions  related  to  how  a  traditional  program  would  have  been 
implemented  in  Arizona.    In  addition,  differences  in  the  features  and 
operating  methods  among  the  various  state  Medicaid  programs  make  it 
extremely  difficult  to  obtain  valid  extrapolations  from  the  other 
state  programs  concerning  what  such  a  program  would  have  cost  in 
Arizona.    Many  significant  details  that  have  a  substantial  impact  on 
outlays  (e.g.,  how  eligibility  is  determined,  which  eligibility  groups 
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and  services  are  covered,  how  provider  reimbursement  rates  are  set, 
how  payments  are  classified  for  federal  reporting,  etc.)  are  not 
documented  well  enough  that  an  actuarial  methodology  can  be  devised  to 
remove  all  significant  sources  of  error  or  bias  in  the  estimates. 
Also,  many  other  factors  for  each  state--such  as  the  status  of  the 
state's  economy,  the  sociodemographic  and  ethnic  composition  of  the 
population,  the  climate,  the  nature  of  the  providers,  etc. --may  be 
very  different  from  those  in  Arizona,  and  these  differences  should 
ideally  be  taken  into  account  in  developing  appropriate  cost 
estimates. 

Because  of  a  change  in  federal  Medicaid  data  reporting  requirements, 
it  was  necessary  to  revise  our  methodology  in  our  calculations  for 
Years  3,  4,  and  5  of  the  program  from  that  used  in  the  initial  report 
on  AHCCCS  savings,  which  covered  the  first  2  program  years. 
Originally,  we  used  the  monthly  HCFA-120  reports  to  estimate  the 
number  of  Medicaid  eligibles  in  comparison  states.    Beginning  in  FY 
1985,  however,  these  reports  were  discontinued.    The  annual  HCFA-2082 
report  became  the  primary  vehicle  for  reporting  the  number  of  Medicaid 
eligibles.    For  FY  1986  and  FY  1987,  however,  only  9  of  the  24 
comparison  states  submitted  HCFA-2082  reports  with  eligibility  data. 
Therefore,  for  the  last  2  years  covered  by  the  evaluation,  FY  1986  and 
FY  1987,  we  used  data  on  cash  assistance  recipients  for  the  number  of 
eligibles  in  the  comparison  states.    The  source  of  data  for  SSI 
recipients  was  the  Social  Security  Bulletin.    The  data  on  AFDC 
recipients  were  reported  by  the  states  to  the  Office  of  Family 
Assistance  and  obtained  directly  from  that  office.    For  the  third 
year,  FY  1984,  eligibility  data  for  the  comparison  states  were 
adjusted  according  to  the  change  in  AFDC  and  SSI  cash  assistance 
recipients  from  1984  to  1985. 

Although  they  were  excluded  from  the  analysis,  AHCCCS  administrative 
costs  compared  with  other  Medicaid  programs  are  presented  in  the 
appendix  of  each  report.    AHCCCS  Administration  costs  were  higher  than 
the  mean  of  all  Medicaid  programs.    In  Year  4  and  Year  5,  AHCCCS 
Administration  costs  were  12%  of  medical  service  costs,  compared  with 
a  rate  of  5%  for  the  average  comparison  state.    In  earlier  program 
years,  the  corresponding  percentages  were  7%  for  AHCCCS  and  5%  for  the 
average  comparison  state. 

A  managed-care  program  such  as  AHCCCS  is  likely  to  incur  additional 
administrative  costs  not  incurred  by  other  Medicaid  programs  for 
responsibilities  such  as  enrollment  processing,  plan  financial 
monitoring,  statewide  competitive  procurement,  quality  assurance  and 
medical  audits  of  plans  and  providers,  increased  information  system 
requirements,  plan  and  provider  relations,  and  other  administrative 
and  oversight  requirements  related  to  the  managed-care  nature  of  the 
program.    In  addition,  the  HCFA  requirements  for  demonstration 
projects  like  AHCCCS  are  likely  to  increase  administrative  costs 
(i.e.,  submission  of  an  annual  waiver  proposal,  development  of  an 
appropriate  reimbursement  method  in  conjunction  with  HCFA  and 
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CoSrii??nnc  !)e9°tiations,  compliance  with  "Special  Terms  and 
Conditions,'  acquisition  and  provision  of  eval uative ™ata    etc. ) . 

Mt&fi?  1lsoo:1he^1rt5Litarc?stsre?ul^sHare  based  °n  a  ^ 

widely  acro«  ?+a+n!  ?  I     P    a  costs  for  the  comparison  states  varied 

SSld  hS bee  des  r b^t?^  the  san?  S*ate  from  *ear  t0  ^  It 
statistically  sign  ncant  Lh d^™1ne+wh/ther  the  savings  results  are 
savings.  Howeve?  5e5  tffnrtllSS*  fT  "Ul1  ^P^sis  of  no 
used  in  this  studv     Tic     actuan*    cost  estimation  methodology 
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transitory,  it  does  appear  that  AHCCCS  had  administrative  costs  that  were 
approximately  2%  (of  medical  costs)  higher  than  other  state  Medicaid 
programs,  at  least  for  the  first  few  years  of  operation. 

11.  It  should  be  remembered  that  the  Medicaid  program  data  in  other  states 
includes  all  services  that  Medicaid  paid  for,  while  this  is  not  the  case 
for  the  AHCCCS  data. 

12.  Surgeries  were  grouped  into  two  categories  according  to  complexity. 
Procedure  codes  where  the  corresponding  relative  value  unit  (RVU)  was  less 
than  240  are  classified  as  minor.    Those  where  the  corresponding  RVU  was 
equal  to  or  greater  than  240  are  classified  as  major.    For  example,  the 
surgical  procedure  tonsillectomy  and  adenoidectomy  has  an  RVU  of  240  and 
would  be  classified  as  major.    If  more  than  one  surgical  encounter 
occurred  for  the  same  person  on  the  same  day,  the  surgery  with  the  largest 
dollar  amount  was  chosen. 

13.  To  calculate  the  utilization  index  ID  for  plan  p: 

Let  UrD  =  utilization  rate  for  eligibility  group  r  and  plan  p 
Ur  =  utilization  rate  for  eligibility  group  r,  all  plans 
Erp  =  enrollment  duration  (person-years)  for  eligibility 

group  r,  plan  p 
ED    ■  enrollment  duration  (person-years)  for  plan  p,  all 

eligibility  groups. 

Then  compute 

Ir.  =  Urp/Ur  =  utilization  index  for  eligibility 
^  group  r,  plan  p 

ip  -  s  1%  (Ey E„> 


14.  Utilization  of  Short-Stav  Hospitals:  United  States.  1985,  U.S. 
Department  of  Health  and  Human  Services,  Public  Health  Service, 
National  Center  for  Health  Statistics,  Series  13,  No.  91,  May  1987. 
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Department  of  Health  and  Human  Services,  Health  Care  Financing 
Administration,  Bureau  of  Data  Management  and  Strategy,  May  1984. 
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IV    SUMMARY  AND  CONCLUSIONS 


In  1965,  when  Medicaid  was  first  enacted,  it  was  hoped  that  it  would 
help  to  provide  better  medical  care  to  indigent  populations.    In  1982, 
Arizona,  the  only  state  without  a  Medicaid  program,  received  waivers  from 
the  federal  government  to  receive  Title  XIX  funds  as  a  demonstration 
project.    Medicaid  beneficiaries  in  Arizona  would  be  enrolled  in  health 
plans  capitated  by  the  state  for  acute  care  services.    Since  then,  the 
AHCCCS  program  has  evolved  in  many  ways. 

As  this  report  is  being  prepared,  the  program  is  about  to  take  a  very 
significant  step  in  its  development  by  adding  long-term  care  to  its 
covered  services.    Thus,  this  is  a  particularly  important  time  to  stop  and 
reflect  on  AHCCCS 's  successes  and  failures  and  to  review  its  potential  for 
future  accomplishments. 

The  AHCCCS  program  is  important  for  study  not  only  because  it  serves 
more  than  200,000  poor  citizens  in  Arizona,  but  because  it  may  serve  as  a 
potential  model  to  other  states  in  their  efforts  to  reform  their  Medicaid 
programs.  Although  other  states  must  be  sensitive  to  their  own  political 
environments  and  to  their  current  indigent-care  health  delivery  systems  in 
the  design  of  any  reforms,  there  are  aspects  of  the  AHCCCS  experience  from 
which  lessons  can  be  learned. 

The  importance  of  the  AHCCCS  findings  to  the  federal  government  are 
also  important.    Congress  first  authorized  states  to  experiment  with 
capitation  systems  in  1976.    Subsequent  legislation  (OBRA  in  1981  and 
COBRA  in  1986)  further  promoted  Medicaid  capitation  efforts.  However, 
there  have  been  concerns  about  quality  of  care  in  capitated  systems  based 
on  experience  in  the  early  1970s  in  California  and  the  recent  Medicare 
experience  with  the  Florida  HMO,  International  Medical  Centers,  Inc. 
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Coupled  with  political  opposition  from  the  medical  associations  and 
general  lack  of  enthusiasm  from  established  HMOs,  these  concerns  have 
slowed  the  growth  of  capitation  for  Medicaid  enrollees.    At  the  end  of 
1987,  there  were  2.3  million  Medicaid  enrollees  in  189  HMOs  in  28  states 
and  the  District  of  Columbia.1    Should  expanded  capitation  be  encouraged 
or  discouragea? 

Politically,  capitation  has  long  been  hotly  debated.  Physicians' 
associations  have  strongly  opposed  its  promotion,  both  for  the  population 
in  general  and  for  the  Medicaid  population.    Restructuring  of  physicians' 
incentives  in  this  way,  to  move  the  burden  of  financial  risk  to  the 
provider,  is  likely  to  eat  away  at  traditional  fee-for-service  profits. 
Opponents  of  capitation  often  argue  that  it  will  jeopardize  the  quality  of 
care  delivered.    They  also  are  often  joined  by  advocacy  groups  for  the 
disabled  and  others  with  special  health  care  needs  who  worry  about 
restrictions  on  free  choice  of  provider. 

Others  have  long  argued  that  the  current  delivery  system  in  the 
United  States  is  fundamentally  flawed,  that  fee-for-service  reimbursement 
creates  all  the  wrong  incentives,  which  have  led  to  the  current 
escalations  in  medical  care  costs.    Since  the  early  1980s,  the  political 
clout  of  this  argument  of  inherent  fundamental  problems  in  the  delivery 
system  has  been  increased  by  the  direct  involvement  of  the  business 
community  in  the  debate.    Activated  by  their  own  increases  in  medical  care 
insurance  premiums,  they  have  been  vocal  in  making  their  procapitation 
opinions  heard. 

Below  we  present  our  research  findings  concerning  the  Arizona  Health 
Care  Cost  Containment  System.    In  the  first  section  we  present  findings 
with  respect  to  the  implementation  and  operation  of  the  AHCCCS  program. 
This  is  followed  by  a  summary  of  our  outcome  findings.    We  conclude  with 
an  overall  assessment  of  the  AHCCCS  program. 
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Implementation  and  Operation 


The  implementation  and  operation  issues  that  were  examined  in  this 
evaluation  were:    administration  of  the  program;  the  bidding  process; 
eligibility,  enrollment  and  marketing;  quality  assurance  and  member 
satisfaction;  financial  status  of  the  plans;  management  information 
systems;  gatekeeping  and  copayment;  and  state  rate  setting.    Besides  the 
lessons  outlined  below,  two  other  important  issues  need  to  be  raised. 
First,  capitating  Medicaid  programs  is  a  substantial  innovation  in  a 
public  program;  therefore,  considerable  technical  assistance  may  be 
required.    This  may  include  technical  assistance  from  the  federal 
government  to  the  states,  from  the  states  to  the  plans,  and  from  the  plans 
to  the  providers.    The  importance  of  the  availability  of  these  kinds  of 
technical  assistance  cannot  be  overemphasized.    Second,  formation  of  a 
cooperative  working  relationship  between  the  plans,  the  state,  and  the 
federal  government  should  be  a  very  high  priority  of  all  these  groups. 
Special  attention  should  be  given  to  the  relationship  between  the  state 
and  the  federal  government.    In  our  evaluations  of  some  of  the 
implementation  and  operation  issues,  we  found  that  a  distrustful 
relationship  developed  between  the  federal  government  and  the  state. 
Innovations  in  bureaucratic  systems  are  difficult  and  require  the  full 
energy  of  those  working  on  these  efforts.    The  development  of  good  working 
relationships  at  senior  operational  levels  within  the  federal  government 
and  the  state  must  be  an  important  priority. 

■  ADMINISTRATION  OF  THE  PROGRAM 

The  plan  for  program  start-up  should  assume  that  there  will  be 
early  problems  in  the  administration  of  the  program.    The  program 
should  be  staffed  with  experienced  individuals.  Contractors' 
responsibilities  need  to  be  clearly  defined  and  appropriately 
monitored.    The  concept  of  a  comprehensive  proactive  provider 
management  role  is  important. 

■  THE  BIDDING  PROCESS 

The  changing  environment  argues  for  an  evolving  strategy  for 
bidding,  especially  as  concerns  the  balance  between  promoting 
price  competition  and  encouraging  program  stability.  Parameters 
of  the  bid  process  (bid  categories,  geographical  areas,  setting 
prices,  entry  requirements)  need  to  be  carefully  thought  through 
because  they  can  substantially  affect  the  results. 
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ELIGIBILI TY/ ENROLLMENT/MARKET I NG 

Programs  should  plan  for  early  difficulties  in  the  enrollment 
process.    The  eligibility  and  enrollment  interface  should  be 
designed  to  minimize  time  lags.    Special  attention  needs  to  be 
given  to  noncategorical  eligibles,  who  tend  to  be  higher  users  at 
entry.    Clear  marketing  guidelines  must  be  developed  and  marketing 
activities  monitored.    Despite  6-month  enrollment  guarantees,  the 
AHCCCS  program  appears  to  be  very  volatile  in  its  membership. 

QUALITY  ASSURANCE/MEMBER  SATISFACTION 

Systems  need  to  be  in  place  to  assess  quality  and  satisfaction 
directly,  and  to  monitor  plans  to  ensure  that  they  have  systems  in 
place  to  maintain  quality  and  satisfaction.    Direct  assessments 
include  periodic  in-depth  audits  of  medical  records  and  patients, 
and  routine  monitoring  using  the  program's  MIS. 

FINANCIAL  STATUS  OF  THE  PLANS 

Programs  need  to  monitor  and  assess  plan  solvency  on  a  regular 
basis.    Technical  assistance  may  need  to  be  provided.  Financial 
criteria  should  be  developed  for  the  bidding  process  to  ensure 
that  bidders  are  financially  qualified.    However,  a  plan  should  be 
prepared  for  dealing  with  plan  bankruptcies.    Programs  should 
estimate  financial  impacts  of  programmatic  changes  and  adjust 
capitation  payments  accordingly. 

MANAGEMENT  INFORMATION  SYSTEMS 

An  effective  management  information  system  (MIS)  is  a  critical 
component  of  the  program.    The  system  developed  needs  to  focus  on 
the  MIS  role  to  monitor  health  plan  performance.    Collection  of 
data  on  utilization  of  services  must  be  carefully  thought  through 
and  sanctions  strictly  enforced.    Senior  management  must  be 
committed  to  the  effort. 

GATEKEEPING  AND  COPAYMENT 

It  is  difficult  to  draw  any  conclusions  about  the  effects  of  the 
gatekeeping  and  copayment  requirements  in  the  AHCCCS  program 
because  both  features  have  been  implemented  in  many  different  ways 
by  the  different  AHCCCS  plans.    These  variations  can  be  attributed 
to  some  extent  to  differences  in  plan  organization  and 
institutional  incentives  and  disincentives  to  utilization  of 
gatekeepers  and  copayments. 

STATE  RATE  SETTING 

The  process  of  setting  rates  for  reimbursing  the  state  should  be 
clearly  laid  out  and  agreed  to  in  advance.    Rates  should  be  set  as 
far  in  advance  as  possible  so  that  both  the  state  and  the  federal 
government  can  better  manage  resources.    Methodological  issues, 
such  as  how  to  calculate  cost  savings,  should  also  be  agreed  to. 
The  time  frame  for  providing  cost  estimates  of  savings  should  take 
account  of  regular  time  lags  in  program  payments  as  well  as  likely 
additional  lags  due  to  program  start-up.    Efforts  should  be  made 
to  minimize  the  adversarial  nature  of  the  negotiation  process. 
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Outcome  Findings 


Our  assessments  of  outcomes  indicate  that  the  AHCCCS  program  fares 
well  in  comparison  with  traditional  Medicaid  programs.    None  of  the 
outcome  assessments  have  identified  areas  of  major  concern  as  compared 
with  traditional  Medicaid.    This  is  not  to  say  that  the  care  received 
under  the  AHCCCS  program  is  ideal,  but  only  to  indicate  that  it  is,  in 
general,  at  least  as  good  as  that  provided  by  traditional  Medicaid.  Below 
we  summarize  our  major  findings  by  the  four  major  outcome  analyses 
conducted:  cost,  utilization,  quality,  and  access  and  satisfaction.  After 
that  we  summarize  across  outcome  areas  our  overall  positive  and  negative 
findings. 


COST 

Over  its  first  5  years,  AHCCCS  program  costs  (excluding 
administrative  cost)  averaged  6%  less  than  our  estimates  of  the 
cost  of  a  traditional  Medicaid  program  in  Arizona.    Average  per 
capita  cost  increases  over  the  5-year  period  were  also  less  for 
AHCCCS  (23%,  compared  with  37%). 

UTILIZATION 

Our  analyses  of  the  utilization  of  medical  care  services  in  Year  4 
and  5  of  the  AHCCCS  program  indicated,  on  average,  1,231  days  of 
hospitalization  per  1,000  person-years,  6.0  physician  medical 
services  per  person  per  year,  and  133  major  surgeries  per  1,000 
person-years.    The  analysis  pointed  to  some  areas  of 
underreporting.    Substantial  variation  in  specific  kinds  of 
service  use  was  observed  across  the  AHCCCS  plans.    The  overall 
hospital  rates  were  low  relative  to  comparison  data.  Physician 
service  utilization  was  roughly  comparable  to  the  other  sources. 

QUALITY  OF  CARE 

^rrr^°r  chi1dren  (well -child  care,  care  for  otitis  media)  under 
AHCCCS  was  in  greater  conformance  with  generally  accepted  American 
Association  of  Pediatrics  guidelines  than  was  care  under  the  New 
Mexico  Medicaid  program.    Well -child  care  was  initiated  earlier 
and  was  more  complete.    Compliance  with  the  recommended 
immunization  schedules  was  about  the  same  in  both  states,  and  in 
general  the  rates  were  quite  low.    However,  Arizona  children  were 
significantly  more  likely  to  receive  immunizations  eventually 
(even  if  not  on  the  recommended  schedule)  than  children  in  New 
Mexico.    Pregnancy  care  and  pregnancy  outcomes  were  similar  in  the 
two  states,  with  the  exception  that  Arizona  had  a  higher  cesarean 
section  rate,  a  smaller  number  of  prenatal  visits,  and  a  later 
initiation  of  prenatal  care. 
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■    ACCESS  AND  SATISFACTION 

Access  to  routine  care  was  better  under  AHCCCS  than  our  comparison 
site,  although  AHCCCS  beneficiaries  reported  more  problems  with 
access  to  emergency  care.    Use  of  medical  care  for  particular 
symptoms  was  very  similar  between  the  states,  and  beneficiaries 
appeared  to  be  getting  desirable  levels  of  care,  given  their 
reported  symptoms.    Primary  prevention  and  preventive  care  were 
also  similar,  although  some  of  the  absolute  rates  were  quite  low. 
Satisfaction  scores  for  seven  aspects  of  medical  care  for  AHCCCS 
were  high,  ranging  from  3.0  to  3.7  (on  a  4-point  scale,  with  4 
being  very  satisfied,  3  being  somewhat  satisfied).    Respondents  in 
the  comparison  site  were  slightly  higher  (+.2)  on  three  of  the 
seven  measures. 


In  summary,  the  AHCCCS  program  appears  to  be  successful  in  a  number 
of  areas.    The  overall  cost  of  the  program  over  its  first  5  years  is 
estimated  to  be  less  than  that  of  a  traditional  Medicaid  program,  and  the 
cost  increases  over  its  first  years  are  also  estimated  to  be  less  than 
they  would  have  been  with  traditional  Medicaid.    Hospital  utilization 
appears  to  be  lower  in  AHCCCS  than  might  be  expected  in  a  traditional 
Medicaid  program.    Access  to  routine  care  is  reported  to  be  better  in 
AHCCCS,  and  the  timing  and  content  of  well -child  care  and  care  for  otitis 
media  suggest  better  quality  of  care.    In  addition,  absolute  satisfaction 
levels  are  high.    On  seven  elements  of  the  care  received,  the  lowest 
average  score  was  "somewhat  satisfied."    On  the  other  hand,  three  outcome 
elements  indicate  potential  areas  of  concern  in  relation  to  the  Medicaid 
comparison  site:    access  to  emergency  care,  the  later  initiation  of 
pregnancy  care,  and  fewer  prenatal  visits. 


Despite  these  overall  positive  outcome  findings,  some  lingering 
negatives  remain.    Even  though  AHCCCS  may  be  an  improvement  over 
traditional  Medicaid,  the  rates  of  compliance  with  established  standards 
of  care  overall  are  below  what  is  generally  thought  to  be  acceptable. 
This  is  true  of  our  findings  with  respect  to  conformity  with  well -child 
immunization  schedules,  number  of  prenatal  visits,  use  of  primary 
prevention,  preventive  care,  and  knowledge  of  the  complaints  process. 
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Conclusion 


In  1982,  when  the  Arizona  Health  Care  Cost  Containment  System  began, 
it  was  seen  as  a  potentially  important  strategy  to  combat  the  rising  cost 
of  medical  care,  to  increase  efficiency  in  service  provision,  and  to 
increase  access  to  medical  care  among  the  indigent.    States  were  very 
interested  in  the  concept  as  a  means  of  increasing  access  and  service 
quality  while  simultaneously  controlling  cost. 

The  initial  problems  in  the  Arizona  demonstration,  coupled  with 
smaller  yearly  increases  in  traditional  Medicaid  costs,  cooled  the 
enthusiasm  of  many  states  interested  in  capitation.    However,  it  may  now 
be  time  for  states  and  the  federal  government  to  reevaluate  their  interest 
in  various  aspects  of  the  Arizona  system,  especially  because  many  of  our 
outcome  findings  indicate  that  the  program  has  the  potential  to  provide 
better  access  to  higher-quality  care  at  lower  costs. 

It  should  be  noted,  however,  that  Arizona  represents  a  special  case 
in  many  ways.    Before  AHCCCS,  the  state  had  no  Medicaid  program; 
therefore,  problems  with  provider  participation,  which  are  likely  to  be 
substantial  in  moving  toward  capitation  in  other  states,  were  not 
significant.    In  addition,  the  AHCCCS  program  covered  only  acute-care 
services.    Long-term  care  services  are  being  integrated  into  the  program 
beginning  January  1989. 

Thus,  the  question  as  to  whether  the  AHCCCS  model  is  the  ideal 
replacement  for  traditional  fee-for-service  Medicaid  remains  for  further 
evaluations.    However,  the  findings  from  our  evaluation  of  the  first  5 
years  of  the  program  clearly  support  the  extension  of  the  AHCCCS  program 
to  cover  a  full  range  of  Medicaid  services  and  the  stimulation  of 
AHCCCS-type  Medicaid  innovations  in  other  states. 
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Note  to  Chapter  IV 

1.     "Report  on  Medicaid  Enrollment  in  Capitated  Plans,  as  of  December  31, 
1987."    Health  Care  financing  Administration,  Office  of  Prepaid 
Health  Care,  April  25,  1988. 
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Appendix  B 
AHCCCS  CHRONOLOGY 


IMPLEMENTATION  PHASE  (November  1981  -  September  1982) 

November  1981  -  SB1001  signed  into  law  establishing  the  AHCCCS  program. 

March  1982  -  Request  for  Proposal  for  AHCCCS  Administrator  issued. 

May  1982  -  Selection  of  MSGI  as  AHCCCS  Administrator.    Work  commences 
June  7. 

May  1982  -  Section  1115  Waiver  Request  for  Year  1  submitted  to  HCFA. 
July  1982  -  Request  for  Proposals  from  providers  for  Year  1  issued. 
July  1982  -  HCFA  approval  of  1115  Waiver  Request  for  Year  1. 
August  1982  -  50  providers  respond  to  Year  1  Request  for  Proposals. 
September  1982  -  Year  1  contracts  awarded  to  17  providers. 

YEAR  1  (October  1982  -  Septemher  1983) 

November  1982  -  120,114  members  enrolled  in  AHCCCS  plans. 

December  1982-February  1983  -  Private  employer  solicitation  issued; 

decision  made  not  to  contract  for  private 
employer  coverage. 

April  1983  -  Quality  assurance  review  by  AHCCCS. 

April  1983  -  S.B.  1279  makes  changes  in  MI/MN  eligibility  and 
provider  payment. 

April  1983  -  Section  1115  Waiver  Request  for  Year  2  submitted  to  HCFA. 

May  1983  -  Accreditation  Association  for  Ambulatory  Health  Care  (AAAHC) 
medical  audits. 

May  1983  -  Request  for  Proposals  from  providers  for  Year  2  issued. 

June  1983  -  23  providers  respond  to  Year  2  Request  for  Proposals, 
including  9  new  organizations. 

July  1983  -  150,327  members  enrolled  in  AHCCCS  plans. 

July  1983  -  HCFA  approval  of  1115  Waiver  Request  for  Year  2. 

July  1983  -  Year  2  contracts  awarded  to  19  providers. 
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August-September  1983  -  First  open  enrollment  period.    32,867  members 

(23%)  switch  plans. 


YEAR  2  (October  1983  -  September  19841 

November  1983  -  O'Neill  and  Associates  conducts  member  satisfaction 
survey. 

February  1984  -  MSGI  serves  30-day  termination  notice  on  state. 

Transition  period  from  MSGI  to  state  begins. 

February  1984  -  H.B.  2547  gives  Governor  emergency  powers  over  AHCCCS 
administration;  transition  team  appointed. 

February  1984  -  AHCCCS  submits  a  supplemental  request  to  the  legislature 
for  additional  funds;  by  April  1984,  $40  million  in 
supplemental  funds  had  been  appropriated. 

March  1984  -  Data  systems  transition  completed. 

March  1984  -  State  assumes  administration  of  AHCCCS. 

April  1984  -  Financial  and  program  compliance  review  by  Peat,  Marwick 
commences . 

April  1984  -  Section  1115  Waiver  Request  for  Year  3  submitted  to  HCFA. 

May  1984  -  Office  of  the  Medical  Director  established  within  AHCCCS 
Administration. 

May  1984  -  Auto-assignment  of  MI/MNs  to  plans  implemented. 

May  1984  -  H.B.  2551  establishes  an  independent  state  AHCCCS 

Administration;  closes  MI/MN  fee-for-service  "window." 

June  1984  -  Office  of  Grievance  and  Appeals  established. 

July  1984  -  HCFA  approval  of  Waiver  Request  for  Year  3. 

July  1984  -  Peat,  Marwick  business  review  of  AP/IPA.    AHCCCS  appoints  a 
former  insurance  commissioner  to  supervise  AP/IPA. 

July  1984  -  Provider  contracts  renewed  for  Year  3. 

August  1984  -  Compass  Consulting  Group  conducts  on-site  visits  to  all 
plans  to  assess  encounter  data  collection. 

August-September  1984  -  Year  2  medical  audits  conducted. 

August  1984  -  United  Medical  retained  to  manage  AP/IPA. 
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August-September  1984  -  Annual  open  enrollment  period.    14,615  members 

(8%)  switch  plans. 

YEAR  3  (October  1984  -  September  19851 

October  1984  -  172,870  members  enrolled  in  AHCCCS  plans. 

October  1984  -  AHCCCS  issues  encounter  data  submission  requirements. 

December  1984  -  Major  changes  in  MI/MN  eligibility  determination 
procedure  implemented. 

January  1985  -  AHCCCS  conducts  field  review  of  MI/MN  eligibility 
determination  process. 

January-February  1985  -  On-site  quality  assurance  reviews. 

March  1985  -  Health  Care  Providers  of  Arizona  contract  terminated; 
subsequent  open  enrollment. 

March  1985  -  Section  1115  Waiver  Request  for  Year  4  submitted  to  HCFA. 

April -June  1985  -  Financial  reporting  technical  assistance  provided 

to  plans. 

April -July  1985  -  Year  3  medical  audit  conducted. 

May  1985  -  Documentation  for  MMIS  certification  forwarded  to  HCFA. 

May  1985  -  Request  for  Proposals  from  providers  for  Year  4  issued. 

May  1985  -  Comprehensive  provider  manual  issued  by  AHCCCS. 

May  1985  -  AHCCCS  submits  a  work  plan  for  improvements  in  encounter  data 
processing  to  HCFA. 

July  1985  -  MMIS  certification  site  visit  by  HCFA. 

July  1985  -  Sixteen  bidders  respond  to  Year  4  Request  for  Proposals. 

July  1985  -  Western  Sun  Associates  contract  terminated  with  subsequent 
open  enrollment. 

July  1985  -  HCFA  approval  of  1115  Waiver  Request  for  Year  4. 

August  1985  -  Year  4  contracts  awarded  to  15  providers. 

August-September  1985  -  Annual  open-enrollment  period.    9,992  members 

(7%)  switch  plans. 
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YEAR  4  (October  1985  -  September  1986) 

October  1985  -  142,530  members  enrolled  in  AHCCCS  plans. 

October  1985  -  Rules  reflecting  SB  1226  effective;  includes  a 
9-month  limitation  on  fee-for-service  claim 
submission. 

February  1986  -  Phase  I  PMMIS  activity  commences. 

March  1986  -  Proposal  for  Health  Care  Group  to  develop  coverage  for  the 
working  uninsured  submitted  to  Robert  Wood  Johnson 
Foundation. 

May  1986  -  Section  1115  Waiver  Request  for  Year  5  submitted  to  HCFA. 

May  1986  -  HB  2086  enacted;  provides  for  expansion  of  the  AHCCCS 
population  and  other  changes.  New  populations  include 
"Ribicoff  children"  and  approximately  25,000  children  of  certain 
low- income  families. 

May-August  1986  -  Year  4  medical  audit  conducted. 

August  1986  -  Health  Care  Group  proposal  to  develop  coverage  for  the 
working  uninsured  approved  by  Robert  Wood  Johnson 
Foundation. 

August  1986  -  Provider  contracts  renewed  for  Year  5. 

August-September  1986  -  Fifth  annual  open  enrollment.    8,336  members  (5%) 

switch  plans.    Survey  conducted  of  members 
voluntarily  switching  plans. 

YEAR  5  (October  1986  -  September  19871 

October  1986  -  157,930  members  enrolled  in  AHCCCS  plans. 

October  1986  -  HCFA  approval  of  1115  Waiver  Request  for  Year  5. 

October  1986  -  "Ribicoff  children"  under  age  18  included  in  AHCCCS 
as  AFDC  eligibles.    MI/MN  coverage  expanded  for 
pregnant  women  and  their  infants. 

November  1986  -  Deloitte,  Haskins,  and  Sells  selected  as  PMMIS  General 
Systems  Design  contractor. 

January  1987  -  Children's  care  program  (new  state-only  eligibility  group) 
begins . 

April -July  1987  -  Year  5  Medical  audits  conducted. 

April  1987  -  Request  for  Proposals  from  providers  for  Year  6  issued. 
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May  1987  -  S.B.  1418,  making  AHCCCS  permanent  and  creating  the 
Arizona  Long  Term  Care  System,  is  signed  into  law. 

June  1987  -  Section  1115  Waiver  Request  for  Year  6  submitted  to  HCFA. 

June  1987  -  14  providers  respond  to  Year  6  Request  for  Proposals. 

July  1987  -  Year  6  contracts  awarded  to  13  providers. 

September  1987  -  ACCESS  Patient's  Choice,  Inc.,  ends  participation  in 
AHCCCS. 

August-September  1987  -  Open-enrollment  period.    7,766  members  (6%) 

switch  plans.    Survey  conducted  of  members 
voluntarily  switching  plans. 

September  1987  -  Bids  for  long-term  care  received. 

YEAR  6  (October  1987  -  Septembpr  IQRfl) 

October  1987  -  192,500  members  enrolled  in  AHCCCS  plans. 

November  1987  -  AHCCCS  submits  a  supplemental  request  to  the  legislature 
for  $46  million  to  cover  a  budget  shortfall. 

November  1987  -  AHCCCS  receives  bids  and  awards  provider  contracts  for 
SOBRA  eligibles. 

November  1987  -  AHCCCS  awards  provider  contracts  for  long-term  care. 

January  1988  -  Coverage  of  SOBRA  eligibles  (pregnant  women  and  children 
under  2  falling  under  the  federal  poverty  level)  begins. 
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